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I have the honour to transmit to you the Working Paper on 
Patent Law Revision. 
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1974. 


The purpose of this paper, prepared by consultants working 
with officials within the Bureau of Intellectual Property, 
18 to exposewtorvpublic icriticismiproposals ito refomm the 

law respecting patents. 


On the basis of discussions which will follow the publication 
of this paper, it is anticipated that the preparation of new 


legislation for modernizing Canada's patent law can proceed with 
a better understanding of this complex field of law. 
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PREFACE 


This working paper on patent law is the second of a series 
of papers undertaken by the Department of Consumer and 
Corporate Affairs in the field of intellectual property. 
An earlier paper on trademark law revision was prepared 
within the department and published in February of 1974. 


The purpose of this paper, prepared by a group of consultants 
working within the Research and International Affairs Branch 
of the Bureau of Intellectual Property, is to expose for pub- 
lic criticism, prior to the preparation by the government of 
draft legislation, proposals for reform of the law respecting 
patents. 


The viewpoint and proposals developed within the working paper 
are those of the consultants and do not necessarily represent 
government policy. Rather, this working paper is being publish- 
ed in order to provoke a public response that will contribute 

to the formulation of government policy. The object is to 
enable the government to benefit from the participation of 
interested members of the Canadian public at an early stage 

in the process by which the laws in the field of intellectual 
property are reviewed and reshaped for the future. 


The paper is not intended to be read just by experts. Persons 
potentially concerned with the nature of the patent law in 
Canada exist through all strata of society. It is hoped that 
this paper will stimulate and attract such groups as consumers, 
businessmen, patent agents and academics to contribute their 
views. It is with this varied audience in mind that a con- 
Siderable amount of background material has been included in 
this working paper by way of quotations and appendices. 


On the basis of consultations with and comments by trade and 
consumer associations, representatives of industry and 
IMcLViouaLs: that arise -out of “the publication of thes working 
paper, draft legislation for a new patent law in Canada will 
be prepared, taking into account the varied interests which 
will be affected. 


The field of patent law is historically the oldest category 
of intellectual property to receive statutory recognition 
under Anglo-Saxon law. It is also the field which today 
will most likely attract an extreme diversity of opinion 
on the philosophical fundamentals of its existence and 
SErUucture:. 


As a preliminary step to developing the policies which should 
govern the structure of a new patent law for Canada, this 
working paper attempts to carry out an evaluation of the 
basic rationale for maintaining the patent system. A discuss- 
ion of the basic philosophical issues is set out in the first 
part of the working paper. This part contains a general 
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review of the background facts and issues which are relevant to 
understanding the patent system. It is on the basis of this 
review that the fundamental issue is raised of whether a patent 
system of traditional form can ultimately continue to serve 
Canada's national interests. 


Considerable debate is likely to arise out of the discussion 
included’ in: the first part of this working paper. such debate 
must take into account the realities of Canada's modern 
economic circumstances. The debate should not proceed on his- 
torical or emotional grounds.» Rather, the vissves shioultd be 
faced with dispassionate reasoning, based on analysis of what 
facts we now possess respecting the character of the present 
Canadian patent system. 


There will always be resistance to proposals for change. Within 
industry and the patent profession, there is a complacency born 

of long years over which there has been little challenge to the 
basic premises supporting the patent industry. Businessmen them- 
selves in many cases never go beyond the most rudimentary consi- 
derations with respect to the effects of the patent system. Complex 
matters are left to the specialists who often become spokesmen on 
behalf of industry when questions concerning the performance of 

the patent system are raised. 


There will be those who argue that the present patent law system 
is working well, that some of the changes suggested cannot be 
proved superior and that no amendments should be made, except 
where beneficial effects can be predicted with certainty. 


Care must be taken in implementing any procedure of review and 
reform not, to reject. out of) hand theiconcern sof «such conserva— 
tive tendencies. There exists an entire spectrum of opinion on 
what the future should hold for the patent system. But reform 
necessarily entails change and change will always be disruptive 
to the interests of some segments of society. The ability of 
society to, absorb such: disruptions. is.sa -Limitation:on..the rate 
at which reform can proceed. The fact that change will be 
disruptive should not be the dominant consideration in deciding 
on the scope and extent of amendments to the law. Rather, 
against the transient costs of. such disruptions must be balanced 
the long-term benefits of establishing a new law which is 
rationally adjusted to further Canada's best long-term interests. 


It is with these limitations in mind that proposals have been 
dratted for ia news, but, interim. patent lawetor Canada. The 

law is to be interim pending the accumulation of data in 
anticipation that further revision may subsequently be required. 


The proposed law, which is annexed to this working paper, in 
itself contains “many, proposal s;-for .substantive revision of 
the previous: structumes, proposals (which, 1.tis believed. 
can be justified by reliance on presently available facts. 
But the basic elements of a traditional patent law have 


still been retained for the purposes of an interim period of 
review. 


The proposals for a new law are set forth in the format of a draft 
act. This lay draft has been prepared for discussion purposes 
only, without consultation from the Department of Justice. These 
draft provisions are not presented as the final form of recommend- 
ations for statutory revision, but are included to assist readers 
in focusing on the problems outlined and to facilitate public 
discussion. The Department of Justice will ultimately be respon- 
sible for the form of any legislation that is proposed for 
parliament. 


Finally, the working paper should be read with the following con- 
cepts in mind. 


1. A patent is a state-conferred monopoly which is 
granted to an individual for a limited time afterwhich 
it becomes available to the public. 


During the term of the patent the owner has the right to restrain 
anyone from interferring with his full enjoyment of that right, 
whether it be by manufacture, use, sale or via importation from 
any source whatever,including foreign affiliates. 


2. The awarding of patents’ 1s only one of a host of 
programs and policies used by governments to stimulate 
the production and dissemination of technology and 
technological information. 


These programs and policies include tax provisions, loan programs, 
technical services, tariffs and even subsidized postsecondary 
education. Thus an examination of the rdle of the patent system 
Should not view this particular incentive mechanism as the only 
governmental device for supporting technological advancement in 
Canada. Rather, such an examination should proceed on the basis 
that a patent system is only one particular policy instrument 
among a variety available to government. 


3. In the design of any general or particular incentive 
system to encourage the generation of knowledge related 
to invention or innovation, the problem is how that goal 
may be accomplished without at the same time unduly 
insulating the affected industries from the ultimate 
test of competitive forces in the marketplace. 


In a recent article which analyzed the efficiency of systems 
for supporting the creation and dissemination of information, 
Harold Demsetz clearly described the dilemma inherent in 
designing any public policy or program: 

"...the design of institutional arrangements that 
provide incentives to encourage experimentation... 
must strive to balance three objectives. 


A wide variety of experimentation should be encouraged, 
investment should be channeled into promising varieties 
of experimentation and away from unpromising varieties, 
and the new knowledge that is acquired should be employed 
extensively. No known institutional arrangement can 
simultaneously maximize the degree to which each of 
these objectives is achieved. A difficult-to-achieve 
balance is sought between the returns that can be 
earned by additional experimentation, by giving direct- 
ional guidance to investment in experimentation, and 

by reducing the cost of producing goods through the 

use of existing knowledge". * 


An attempt has been made to take these considerations into account 
in the preparation of this working paper. 


a eee 


* 


Journal of Law and Economics, vol XII April 1969 p 20 
Information and Efficiency Another Viewpoint". 
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"To Promote the Progress of Useful Arts In 
An Age of Exploding Technology" Report of 
the Presidents Commission on the Patent 
System, 1966. 


World Intellectual Property Organization 
(Formerly BIRPI- The United International 
Bureaux for the Protection of Intellectual 
Property). j 
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PART I = NATURE OF THE ISSUES 


A Introduction 


This working paper is really about two distinct issues. The first 
is the nature of the changes that should be made in order to 
improve Canada's patent law. The second is a more fundamental 
issue of whether it is in Canada's best interests to continue to 
maintain a patent law. Part I of this working paper deals with 
this latter issue in detail. 


As indicated in the preface, the patent system was conceived and 
developed during an era in which economic circumstances were  sub- 
stantially different from those existing today. 


It developed at a time when the delays and difficulties associated 
with transportation and communication were dominant factors in the 
processes of industrialization and trade. It also developed at a 
time when the pace of development and exploitation of new’ techno- 
logy was more leisurely. But these conditions no longer exist 
today. As Canada enters the second stage of the industrial revo- 
lution, circumstances are arising which require a fundamental 
reevaluation of the rationale for Canada's continued maintenance 
of a patent system. 


This need is all the greater in the context of Canada's special 
circumstances. As a relatively technologically-advanced country 
endowed with considerable natural resources but limited in the 
scope of industrial resources available to engage in the pursuit 
and exploitation of new technology, Canada cannot afford to main- 
tain laws which intervene in the normal, competitive forces of a 
free market economy without clear evidence that such interventions 
will lead to a better use of Canada's limited resources. 


The most prominent characteristic of the Canadian patent system is 
its overwhelming domination by foreign participation: 95% of all 
patents issued in Canada are based on inventions by foreigners! 
Given the inherent feature of a patent system, power is granted to 
individuals or corporations to suppress the use or adoption of new 
patented technology by others. The question, therefore, of how 
Canada can be benefiting from such a _ system cries out for an 
answer. 


The patent system is supposed to be an instrument for advancing 
national technological development. Yet, the statistics with 
respect to foreign participation in Canada's patent system argue 
for the possibility that this law may be serving as a brake on the 
development of Canada's industrial infrastructure. 


Foreign participation in Canada's patent system arises as a conse- 
quence of Canada's membership in the international convention 
governing industrial property rights -- the Paris Convention. 
Under the rules of this convention, members are required to allow 
equal access to local industrial property laws for nationals of 
Member countries. The costs of foreign participation in the 
national patent system, it is usually argued, are balanced by the 
opportunity that exists for industrialists to acquire rights in 
the other countries of the union. 
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Canadian industry presently takes advantage of that privilege. 
But for every invention patented abroad by a Canadian, ten inven- 
tions are patented by foreigners in Canada. One; Of sine vissues 
which must be faced is whether this trade-off can usefully contri- 
bute to a balanced and rapid development of Canadian industry. 


In making this evaluation, a further factor unique to Canada must 
be appreciated. Besides the fact that the Canadian patent system 
is particularly characterized by the overwhelming participation of 
foreigners as patentees, a substantial portion of the Canadian 
economy is owned or controlled, directly or indirectly, by non- 
residents. There is therefore no assurance that such rights as 
are acquired abroad, based on inventions originating in Canada, 
will, in fact, be exploited with the ultimate benefit of Canadian 
industrysin minds ;/Whilésthe p.control jthat. multinationals ventere 
prises may have over the activities of industry in Canada clearly 
cannot be BOOS) through provisions in the patent law, it is 
still in Canada's interests to ensure that its patent law does not 
further entrench the influence that foreign corporations may have 
in Canada. r 


These special considerations, some of which are unique to Canada, 
along with the traditional criticisms of the patent system arising 
from the costs associated with the granting of private monopoly 
rights, are the basic reasons for raising these fundamental 
issues. 


B Background to Reform 
B.1 Historical Development 


Among the earliest statutory laws passed by the Parliament of 
Canada after confederation was the Patent Act of 1869. However, 
even prior to confederation Canada had a formal system, supported 
by legislation, by which corporations or individuals could acquire 
an exclusive monopoly over the commercial exploitation of new 
inventions. 


Substantial revisions were made to Canada's patent law in 1923 and 
1935. Particularly from 1935 to the present day, Canada's patent 
law has included features adapted from or similar to features in 
the patent law systems of both the United States and the United 
Kingdom. Both of these countries are now in the process of moving 
to new patent laws. 


Although it is sometimes said that the principle of granting 
patent monopolies was settled with the passing of the Statute of 
Monopolies in the United Kingdom in 1623, the system of granting 
private monopolies under patent law has always been a contentious 
issue throughout the world. 


A great debate on the value of the patent system rose and fell 
during the nineteenth century*. More recently a similar debate 
has developed, growing with the formation of many new, indepen- 
dent, developing countries and with the corresponding moves’ for 
standardization of the patent system around the world. Economists 
in these more recent times have sought to expose the concept of 
the patent system to modern economic thinking. At the very least, 
their comments have unsettled the traditionalists who have taken 
the patent system for granted as a natural and essential economic 
instrument or as an inherent property right. 


B.2 Contemporary Canadian Studies 
Bez2-«lietlsiey Commission 


In 1954 the Canadian government established a royal commission 
under the chairmanship of the honourable J.L.Ilsley to inquire 
whether the federal legislation relating to patents was adequate 
under then present economic conditions. They creportis4 shosayehis 
commission, issued in 1959, contained extensive proposals for a 
revision and a complete redrafting of Canada's patent law. 


The mandate of the Ilsley Commission extended to reviewing the 
effectiveness of the Patent Act as an instrument for providing 
(p 5): 

"...reasonable incentive to invention and research...and 
to making available to the Canadian public scientific, 
technical -- creations and other applications, adapta- 
tion and uses, in a manner and on terms adequately safe- 
guarding the paramount public interest..." 


Undoubtedly, an economic analysis was indicated. An economic 
study, however, waS not carried out. Economists sufficiently 
interested in the subject of patents were not available. Many 
expressed the need for such a study, but those who did so empha- 
Sized that this would be a lengthy and arduous’ process. The 
commissioners, however, recognizing the necessity and justifica- 
tion for such a study, reviewed at length many economic treatises 
carried out on the subject in foreign countries and briefly 
summarized their rather inconclusive evaluation in the report. The 
portion of the commission's report dealing with the question: 
"Should the patent system be maintained?" is reproduced in appen- 
dix: Bs 


* A synopsis of this debate prepared by Fritz Machlup in "An 
Economic Review of the Patent System"; Study No. 15 prepared 
for the Subcommittee on Patents, Trademarks, and Copyrights of 
the Committee on the Judiciary of the US Senate is reproduced 
in appendix A. 


** Royal Commission on Patents, Copyright and Industrial Designs, 
Report on Patents of Invention, 1960. 
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B.2.2 Economic Council of Canada 


In recognition of the need for a deeper economic analysis of the 
issues, the government of Canada, on July 22, 1966, issued a 
reference to the Economic Council of Canada in which the council 
was requested: 


"In the light of the Government's long-term economic 
objectives; to study and advise regarding: ... 


-..(c) patents, trademarks, copyright and registered 
industrial design". 


The council eventually produced its "Report on [Intellectual and 
Industrial Property" in 1971.* This report differed noticeably 
from the Ilsley Report which was almost solely legal, technical 
and procedural in character. Analyzing the patent system as _ one 
of the variety of governmental instruments for influencing the 
generation and transfer of information in society, the council 
emphasized that the costs associated with this system should be 
clearly understood and weighted in balancing the net benefit to 
Canada of this law. 


Although the council endorsed the continued maintenance of the 
patent system as one of the various government instruments for 
providing an incentive to generate knowledge and information, a 
concern permeated the report that the patent system which had 
evolved in Canada might not be the one most suited to Canada's 
particular circumstances and environment. 


Beé2es) senate Special Committee On sectence Policy 


While the Economic Council was preparing its report, a special 
committee of the Senate was conducting an investigation into the 
issues surrounding development of a science policy for Canada. 
Formed under the chairmanship of Senator Maurice Lamontagne, this 
committee had released its report in three separate volumes issued 
during respective stages of the committee's deliberations. ** 


Two conclusions, above all else, flow from these volumes. The 
first is that government must become more aware and involved in 
the dynamics of controlling and influencing the exploitation of 
science and technology in the modern Canadian economy. The 
second, of relevance to the formulation of a new patent law for 
Canada, is that government policy should not concentrate on _ sup- 
porting research as an end in itself, but should design policies 
which will encourage research and development that will lead to 
industrial innovation. 


. Information Canada, January, 1971. 


wee aA Science Policy for Canada" - Report of the Senate Special 
Committee on Science Policy, Information Canada, 1970. 


In this respect, the committee took care to emphasize the impor- 
tance of innovation apart from invention and the report contains 
the following statement: (vol. 2, p 376): 


"Through innovations society either benefits or suffers 
from the applications of knowledge. Innovation can be 
defined in broad terms as the introduction for the first 
time in the world of a product, a service, a method or 
process of production, or a policy. The innovation pro- 
cess is highly irregular. It may begin with pure re- 
search leading to a scientific discovery... and the in- 
novation itself. (The diffusion of innovations is also 
very important for strategy rather than science policy.) 


"The Committee believes that the basic purpose of mis- 
sion-oriented research and development, wherever they 
are done, is innovation. It considers innovation to be 
a major goal of science policy." 


The Economic Council, in its report, also examined the importance 
of innovation in relation to the field of intellectual and indus- 
trial property and in particular with respect to patents. The 
council's views on innovation and the importance of encouraging 
innovation will be reviewed separately by this working paper. 


B.3 Contemporary International Activities 


Changes have been developing in the patent law systems of foreign 
countries at an accelerated pace. 


B.3.1 Patent Cooperation Treaty (PCT) 


The Patent Cooperation Treaty (PCT) has been approved as to form 
by a significant number of countries but has yet to be ratified by 
a sufficient number of states to enter into force. Discussions 
for the formulation of this treaty began in 1960 and concluded in 
1970. The treaty itself is largely procedural in nature and will, 
if implemented, result in standardization of minimum disclosure 
requirements and of formalities prior to examination of applica- 
tions for all participating countries. Its major procedural 
feature is that it will facilitate the acquisition of foreign 
patents by institutionalizing central filing and searching of 
prior art. It will also result in a delay in local filing and in 
publishing of patent applications, by establishing for participa- 
ting states a minimum period of nondisclosure for new inventions 
of 18 months. 


Canada signed this treaty but has not ratified it. The Canadian 
government is now assessing whether ratification of the treaty 
would be in Canada's best interests. 


Bases European Patent Treaty (EPT) 


In Europe, the nine members of the European Economic Community and 
twelve other European countries have concluded discussions with 
respect to a further draft treaty, the European Patent Treaty 
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(EPT). Under EPT the standards for patentability will be unified 
among all participating countries. These countries will, however, 
reserve the power to determine the nature of patent rights 
locally, within each jurisdiction. The final version of EPT was 
approved at Munich in October, 1973 and will likely become effec- 
tive in 1976-77, with the new European patent office opening in 
Munich an L976=—79. 


B.3.3 Common Market Patent Convention (CMC) 


Within the European’. Economic’ Community) itself, yet. 7a further 
convention has been drafted, the Common Market Convention (CMC) 
for a community patent. This convention, which was ratified on 
December 14, 1975, will create a single common patent with 
defined rights throughout the European Economic Community, which 
would eventually stand in lieu of individual national patents. As 
a convention, the CMC will operate independently of the more 
broadly based EPT, and for an interim period, persons obtaining a 
European patent will be able to elect with respect to common 
market countries between obtaining a national or community patent. 


B.3.4 United Kingdom 


In the United Kingdom various committees have been established 
over the years to review the British patent system. In 1949 the 
recommendations of the Swan committee led to substantial changes 
in the British law, incorporated in the 1949 UK Patents Act. ig 
is that act which is now in force in the United Kingdom. 


In 1967, a new committee under the chairmanship of Sir Maurice 
Banks was formed, producing a report in 1970 which reviewed the 
technical structure and possible changes in UK patent law in great 
detail. InwAprily 975," the Secretary por State forwirade sin ‘tlie 
United Kingdom tabled before the British Parliament a white paper 
setting forth the Government's proposals for patent law 
amendments. The changes proposed largely follow the Banks pro- 
posals and parallel the conclusions reached in the course of 
drafting the EPT and the CMC, in which British representatives 
played an active r6le. The proposed changes will affect matters 
of procedure, the definition of patentable subject matter, the 
Scope of the patentee'’s right to restrain infringement and - the 
term of protection, along with other technical matters. 


The white paper also confirms the intention of the British govern- 
ment to support implementation of both the PCT and EPT. 


Boose United States of America 


In the United States 75 years of experience and jurisprudence 
under the patent law were codified in the revision of the US 
patent law adopted in 1952. However, consideration of the patent 
system has continued since the date of that codification. Exten- 
Sive analysis of the effects of the patent laws was developed 
before the US Senate Judiciary Subcommittee on Patents, Trademarks 
and Copyright during the 1950's, 


In 1965 the US President established a commission to review and 
make proposals for changes in the patent law. The recommendations 
of this commission, published in 1966, while not wholly adopted by 
the business community, led to the drafting by the Department of 
Justice, the American Bar Association, the American Patent Lawyers 
Association and other bodies, of various new proposed laws. These 
and other proposals have led to a series of bills, none of which 
has yet been adopted by Congress. 


A bill that has been extensively debated was that introduced by 
the administration in the Senate as bill S-2504 before the 93rd 
Congress. This bill, while debated before the above subcommittee 
in 1974, did not receive final approval in the Senate. Following 
the 1974 congressional elections, a new bill, S-2255 has been 
introduced before the Senate. Both bill S-2504 and S-2255 are 
representative of the scope of some of the most recent proposals 
for patent reform that have developed out of the years of debate 
and discussion in the United States. 


B.3.6 International Organizations 


In the World Intellectual Property Organization (WIPO) and within 
the United Nations, the developing countries of the world have 
shown increasing concern that the patent systems that they in- 
herited after the period of colonial expansion may not actually be 
in their best interests. Concurrently, transfer of technology has 
become recognized as one of the main factors contributing to 
economic development and the patent system has become increasingly 
suspect as a hindrance rather than a help in this regard. 


In 1964 the United Nations Department of Economic and Social 
Affairs (ECOSOC) prepared for publication by the Secretary General 
a report on the r6le of patent systems in effecting transfer of 
technology.* It concluded by generally supporting the continued 
use of patents by developing countries. A further report on this 
topic was issued by the United Nations Conference on Trade and 
Development (UNCTAD) in April 1974, which concluded that the world 
patent system, with its present constraints imposed by the Paris 
Convention, may not be serving an optimum r6le in assisting devel- 
Oping countries to acquire new technology.** 


The developing states are now trying to gain recognition within 
UNCTAD and WIPO that they, as countries with more limited tech- 
nological infrastructures, should not be subject to equal 
restraints under the Paris Convention. They have been pressing 
for the creation of exceptions and qualifications within the 


= "The ROle of Patents in the Transfer of Technology to 
Developing Countries" UN Document Sales No.: owe Yoram ger'al On Pas = Gt 8 
(1964). 


** "The R6le of the Patent System in the Transfer of Technology 
to Developing Countries" UN Document GE74-44452, (1974). 
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international patent system, which system ensures that the patent 
laws of member states around the world all contain certain essen- 
tial features as a minimum. The ultimate goal of the developing 
countries is to obtain the necessary freedom within the interna- 
tional system to shape their patent laws and to improve their 
prospects for further transfer of technology from the more 
technologically-advanced countries of the world. 


B.3.7 Canada's Position in International Developments 


Canada is classified by the United Nations as a developed country. 
However, Canada is also in the peculiar position of having many of 
the features of a developing country, (ie extensive foreign 
ownership of Canadian industry; short production runs; lack of 
product specialization; extensive reliance on natural-resource 
industries and extensive importation of new technology). This 
raises the question of the position that Canada should take with 
respect to the demands of the developing countries and the kind of 
patent system that Canada should endorse for adoption by other 
countries around the world. Clearly, Canada should recognize the 
special needs of developing countries and support any changes or 
provisions that will advance their interests without being 
destructive of world order. But Canada should also be prepared to 
recognize further and adopt any provisions which, while desirable 
for developing countries, are also singularly appropriate to 
countries which are in Canada's special situation. 


B.4 Summary to Background to Reform 


It is with this background in mind that the working paper for 
patent law reform has been prepared. In view of the many develop- 
ments continually taking place around the world, it is clear that 
the need for a fundamental review of basic principles is appro- 
priate. The need for such an analysis is all the more pressing in 
view of Canada's special circumstances. This need will not end, 
even with the implementation of the proposals made herein. How- 
ever, the time has come to ensure that, if the patent law is to 
continue to exist in Canada, it should be shaped in a manner that 
serves the best interests of Canada. 


C. Basic Issues = Background Facts 


Col Different Intellectual Property iRights 


The various types of industrial property, patents, trademarks, 
copyright and industrial design all involve a form of government- 
approved monopoly. But each is characteristically different from 
the others. 


C.1l.1 Essence of the Patent Right 
The patent right is, in effect, a government-supported monopoly 


issued after examination to protect the commercial exploitation of 
ideas which are original, new and _ unobvious. (The expression 


‘original' is used in the copyright sense as meaning that the 
inventor has not acquired his idea from someone else, but has 
originated it himself). 


These features of originality, newness and unobviousness’- (unob- 
viousness perhaps might qualify as a subcategory of newness), when 
rolled together, can be summarized by the word '‘invention!. For 
the purposes of patent law, ie the grant of an exclusive state- 
certified monopoly, an invention must not only qualify as_ such, 
but must also meet further standards, such as utility and func- 
tionality in an industrial or commercial context. Such inventions 
constitute 'patentable inventions’. 


In the field of intellectual and industrial property the nature of 
the patent right qualifies it as the broadest and most extreme of 
all of these types of rights. The holder of the patent right may 
intervene to restrain the use by any person of an _ embodiment 
incorporating the patented idea. This intervention may take place 
notwithstanding that the person subject to such restraint has 
independently conceived the same idea. 


Cod. 2) Contrast, With:Copyright 


At the other end of the spectrum from the patent right, copyright 
law grants to the owner of copyright a right to restrain others 
only from copying. Unlike patent law, the person who indepen- 
dently conceives a form of expression is free to exploit his own 
creation without fear of interference. 


A person who conceives and develops a form of expression on his 
own account, independently of outside sources, (subject to his 
ability to prové these facts in court) can be assured that he will 
be free of copyright liability. The right afforded the creator 
under copyright, law is in effect a right to be protected from the 
necessity of having to compete with the product of one's’ own 
effort. The right afforded under patent law is an absolute mono- 
poly. This is one of the major distinctions between these two 
branches of intellectual property. 


The other major distinction between them is that patent rights 
extend to control the flow of useful commodities, while copyright 
applies only to limit the circulation of aesthetic works or the 
adoption of specific styles of expression. Copyright can never 
extend to stop the dissemination or application of ideas. 


Put in another manner, copyright rewards and supports creative 
expression, while the patent right arises from the creation of new 
inventions and applies in respect of the implementation of such 
inventions. By comparison therefore, copyright appears to be a 
much more socially-tolerable monopoly than that established under 
patent laws. 


C.1.3 Comparison With Inventor's Certificates 


Patents, with their inherent element of private monopoly, are not 
the only known device for giving recognition to invention. 


yt Fae 


Inventor's certificates are issued in various socialist countries. 
They give an inventor a right to compensation by way Oferoyal ty or 
fixed grant whenever his invention is used in industry. However, 
industry in the socialist countries is freely entitled to use any 
invention without fear of interference from the original inventor. 
Industries using inventions so disclosed are obligated to report 
such use to the proper authorities and it is on the basis of such 
activity that the inventor's compensation:is calculated. 


Through this method inventors are given credit for their contribu- 
tions and an incentive to invent and disclose ideas is maintained. 
Under the inventor's certificate system, however, no right of 
monopoly is granted. 


Under the patent system, the private monopoly granted can serve as 
a further incentive to encourage investment in the actual produc- 
tion of commercial products. No such incentive to implement an 
invention exists under an inventor's certificate system. 


The similarity of the inventor's certificate to a patent system 
where patentees are under an obligation to grant compulsory 
licences tas of right to: all applicantsi2s apparent. (Such, a) pro 
vision very nearly exists already under section 41 of the present 
act with respect to food and medicines). One of the differences 
between these two systems is that under a patent system, where a 
compulsory licence is available, a licence must be obtained before 
use or there is a risk of penalties, whereas under an inventor's 
certificate system, the right to use is unfettered (just as the 
Government of Canada's right to use under section io; Of seine 
present act is unqualified). 


Cuize  Natureor they Patent: Right 
C.2.1 Objection to Monopolies 


Monopoly is inherent in the patent right. Although qualified and 
limited by compulsory licensing and other restrictive provisions, 
a patenti ads istilla formyof monopolyias= long as there 1s. ‘an YeLe= 
ment of exclusivity about the rights granted. 


Monopolies have long been in periodic disfavour. Emperor Zeno of 
the Roman Empire in 480 A.D. is quoted at the beginning of a re- 
cent American text on patents as having proclaimed: 


"We order that no one will dare exercise a monopoly upon 
any Garment Or *hash Or... any hinds Ol a thing ry thao 
respect, Or “any Material, whether. 2ts 1s) Of 1cSG. Own 
authority or °whether jit 1s “already | ascertained an a 
Sacred way, or by a later rescript or a sacred notation 
Of four-kKindnese..4° 


(R.A. Choate, "Cases and Materials on Patent Law", 


American Casebook Series 1973, at page 58; also cited by 
V. Mund, Monopoly - A History and Theory", 1932). 
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Monopolies are considered undesirable from various viewpoints for 
a variety of reasons. 


Consumers object to monopolies when they perceive that, by reason 
of the monopolist's privileged position, they are forced to pay 
more for goods than they would if competition were permitted. 
Besides the objection that monopolists may use their position to 
support "price gouging', where the price is too high, a sector of 
the consuming public will even be precluded from purchasing goods. 


Businessmen object to monopolies when they find themselves 
excluded from a market, either because of a monopolist's marketing 
power or because of government intervention to reserve a monopoly 
position in certain fields or practices (such as public utilities 
and transit systems). 


Economists object to monopoly because of the tendency ok 
monopolies to lead to a less-than-optimum use of available 
resources. 


Cees SECOnOMLC Ine EaAciency. 


The economist's concern that monopolies detract from economic 
efficiency and optimum national productivity was reviewed exten- 
Sively by the Economic Council in its study on competition policy. 
In its Interim Report on Competition Policy (released while the 
Report on Intellectual and Industrial Property was still pending) 
the Economic Council stated (p 7): 


"To many economists, the greatest objection to monopoly 
(again uSing the extreme example) is that it distorts the 
way scarce human and physical resources are brought 
together and used to meet the many demands of consumers. 
It leads, in other words, to: inefficiency. The monopo- 
list's prices are too high relative to other prices, and 
because the usual adjustment machinery is not operative, 
they remain so. As a result, ‘relative prices become 
unreliable as indexes of relative scarcities and relative 
demands... too little will be produced and too few 
resources utilized in (monopolistic) industries with high 
Margins; and too much will be produced and too many 
resources utilized in industries with low margins'. 
These distortions may occur primarily in final consumer 
markets, such as the market for some kinds of household - 
appliances, or they may originate further back, say in 
the market where the appliance-maker buys his. steel. 
They may include distortions of production methods, as 
for example where a high monopoly price for a certain 
kind of production machinery may cause the appliance- 
maker to use less of it than he ideally should. But 
wherever in the production and distribution process’ the 
distortion occurs, it will have an adverse effect on the 
quantities and varieties of products reaching the con- 
sumer and on the prices he pays for them." 


These arguments raised against monopolies must be reconciled with 
government policy supporting any form of legislation which results 
in a grant to private individuals and corporations of exclusive 
rights in the nature of monopoly. 


Cro? “BReonomic Costs "or Granting Patent Monopolies 


The statement of the Economic Council with respect to monopolies 
in general, of course, applies to that special state-granted 
monopoly, the patent. That is, a patent, given, its monopolistic 
character, cannot but lead to a distortion in the allocation of 
resources away from that which would exist in its absence. In 
economic theory, viewing the effects from the moment after which 
production of a protected product commences, this distortion is 
seen as reducing the efficient use of resources, both human and 
material. 


But the 'costs' associated with the establishment of a patent 
system are not evidenced solely in these distortions in the allo- 
cation and returns paid to various resources. A complete listing 
of the costs to Canadian society of granting patent monopolies 
includes those associated with the administration of the system, 
and the impact that the system has over the longer period in 
determining the structure and rate of development of the economy. 


C.2.2.1 Administrative Costs 


While in the eyes of economists the greatest cost to society 
arising from the introduction of a patent system is the cumulative 
impact of the potential distortions in the allocation OL 
resources, for many individuals the most visible costs are those 
directly associated with the administration of the system. These 
costs involve not only the expense of administering the patent 
office (currently approximately $5 million per year) but the cumu- 
lative total of all fees paid both to the patent office and to 
patent agents and lawyers. A full accounting must also include 
the costs associated with the litigation of patents which involve 
not only legal fees but the use of court facilities. 


These costs entail not only the actual expenditures of funds but 
must also be viewed as costs in the sense that, were the patent 
system not to exist, the expenditures associated with the system 
would not take place and therefore society would have both the 
funds and the associated resources available for alternative uses. 


C.2.2.2 Costs Associated with the Duration of Patent Protection 


It is often argued that the patent system has as one of its stated 
purposes the encouragement of invention and innovation. Without 
the patent system and its promise of exclusivity of exploitation 
for a fixed term, according to this thesis, society would fail to 
allocate sufficient resources to research and development. Thus 
the patent system, along with a host of other governmental 
programs, including beneficial tax treatment and a variety of 
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industrial development subsidies is supposedly used in an effort 
to correct this failure on the part of the. market to allocate 
sufficient resources toward innovative activity. 


If this thesis is valid, then the term of the patent is of great 
importance. A term of insufficient length will not serve _ to 
encourage innovation. Society will be burdened with all of the 
administrative costs associated with the patent system and yet 
receive. little benefit in the form of increased innovation beyond 
that which would have existed in the absence of the patent system. 
But the longer the term of the patent and the greater the scope of 
its protection, the greater are the potential 'costs' to society 
as a whole. 


The longer the term, the longer the insulation or protection 
enjoyed by the patentee from normal competitive pressures of the 
marketplace. As Adam Smith pointed out in the 18th century, it is 
the pressures of competition, combined with one's self interest, 
that leads the entrepreneur to always seek the more efficient 
methods of doing a given task. Patents are supposedly granted to 
provide a period of protection from these competitive pressures 
along with assuring an individual that he or she will share in the 
fruits of his or her intellectual creativity. But theoretically 
once that goal has been accomplished, ie that the individual has 
recouped his initial investment and made a 'reasonable' profit, 
then the continued maintenance of patent protection provides no 
direct benefit to society. Indeed the longer the term, the longer 
society must tolerate a distortion in the allocation of resources 
beyond that necessary to induce the original innovative activity. 
Moreover, the longer the term, the longer entrepreneurs are 
insulated from competitive pressures that might force them to 
adopt more efficient methods of production. In short, while the 
patent system has as one of itS main purposes the encouragement of 
innovation, it may, under certain cases, in the long run, have the 
opposite effect by discouraging or at least impeding the introduc- 
tion of new technology. 


Cs 2.2.3 99Costs Associated with they Scopes, of the: Patent Monopoly 


Two further points both relating to the scope of the protection 
afforded should be mentioned in relation to the granting of 
patents. 


First, the broader the protection granted patentees, the greater 
may be the insulation of the owner from the competitive market 
pressures. And depending upon the extent of this insulation, it 
may induce the patentee to undertake investment in the production 
of patented goods, which, once protection ceases, no longer war- 
rant continued production. This may particularly arise where, 
after protection ceases, foreign importers are able to supply the 
entire market at prices below the patentee's actual costs. As a 
consequence, not only is there distortion in the allocation of 
resources during the existence of the protection, but the fixed 
capital committed during the life of the patent has been wasted in 
that its value falls to zero when the patent lapses. 
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While economists have long advocated that bygones be bygones, or 
more colloquially, "There is no use crying over spilt milk", these 
lost or worthless sunken costs represent a permanent 'cost' which 
must be discounted by society as a whole over the full continuum 
of time. In short, the opportunity costs associated with the type 
of investment made feasible only because of a given term of patent 
protection may leave the public with access to the product, pro- 
cess or relevant technology, but at a cost higher than what at 
first appears in terms of investment and price. The loss of more 
efficient or viable opportunities to employ the same resources 1S 
something that must be borne by society in perpetuity. 


The second point relating to the scope of protection is the argu- 
ment sometimes offered that benefits would flow from a term of 
patent protection which is, in effect, infinite but very narrow. 
The combination of a long term but narrow scope would encourage, 
so the argument runs, others to 'patent around' the original 
innovation, to discover close, if not perfect, substitutes that 
offer alternative or additional features that may be desirable. 
Indeed the proponents of this thesis argue that too broad a _ scope 
of protection coupled with too short a term (something less’ than 
infinite but just how short is never stated) will simply discour- 
age others from attempting to improve a product, knowing that 
within a specific period of time they will be able to produce or 
utilize the same product or process freely. 


In its fundamental sense, this argument is similar to the thesis 
that the patent system is established to encourage innovation 
beyond what would exist under competitive market circumstances. 
What it fails to point out is that efforts to 'patent around' may 
be inherently wasteful by encouraging excessive investment of time 
and effort in duplicating work already done; that this repetitive 
research, perhaps coupled with increased litigation regarding 
patent validity, may yield progress in the form of alternative 
products and processes but at a cost in terms of efforts and 
resources that may have been unnecessarily wasted. 


Economists refer in general to solutions similar to encouraging 
"patenting around’ as a second best’ solution. However, second- 
best solutions should only be considered when the optimal solution 


is precluded. Such is not the case at this juncture of the dis- 
cussion. 


C.2.2.4 Costs Associated with the Risks of Failure 


The essential impact of providing patent protection can be viewed 
aS increasing the expected yield associated with investment in an 
innovative activity. That is, if the innovation is successful, 
the rate of return on the investment will be greater than would be 
the case without the patent monopoly. Investment theory teaches 
that as the expected yield rises, so does the amount of invest- 
ment. And as the amount of investment increases, the number of 
Successes, le innovations, carried through to production and 
adoption by society, would also increase. Indeed, it is this 
result which is supposedly one of the reasons for establishing the 
System. It must be remembered, however, that while the system may 
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raise the number of successes by encouraging innovation, it also 
will raise the number of failures. Indeed, it may even raise the 
proportion of failures to successes, the more it distorts the 
system toward undertaking investments which, in the absence of the 
patent system, the economy as a whole would avoid as being too 
risky relative to the expected yield. 


Of course, this particular cost would not exist, if the existence 
of the patent system did not actually affect decisions to allocate 
resources to innovative activity. 


C.2.2.5 Costs Associated with Delays in the Dissemination of 
Technology 


The grant of a patent to any individual or firm, among other 
things, provides that firm or individual with a competitive 
advantage over the other participants within a given industrial 
sector. Moreover, in the absence of effective compulsory 
licensing, a patentee may be able to forestall the adoption of a 
new product or process by his competitors for a substantial period 
of time. Where new, patented technology relating to products or 
processes is controlled from abroad, this may have a severe impact 
upon the relative world-technological viability of domestic vs 
foreign industry. Therefore, in Canada's case, the inability of 
our industry to use new technology or to use it only at an exces- 
Sive price, may impose substantial costs upon Canada, both in the 
rate of technical progress of its industry and in the ability of 
Canadian industry to compete effectively, in the domestic, as well 
as world markets. | 


Ces? . GreGonc.usion on. Costs of Granting Patent Monopolies 


In evaluating the net worth of the patent system, it is not suf- 
ficient simply to conclude that because it may encourage research 
and innovation it is necessarily beneficial to society. Rather it 
must be demonstrated that the system, whatever its form, serves to 
Maximize the benefits and minimize the costs and that, moreover, 
the benefits exceed the costs in both the short and long run. 


D Purpose of Granting Patents 


D.1l Historical Rationales 


Delel ene Patent ms"a PropertyeRight 


The Statute of Monopolies as enacted in the United Kingdom in 
1623, although often referred to as the source of the patent 
system under Anglo-Saxon law, did not decide whether a system of 
granting patent monopolies for new invention should be _ estab- 
lished. Rather, the statute merely spared that class of letters 
patent from being outlawed along with monopoly rights in general. 
Patents for inventions did continue to be granted at the grace and 
favour of the crown, pursuant to the royal prerogative. 
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It was not until the nineteenth century that it came to be 
accepted within the United Kingdom that a subject had a “regnt -*to 
obtain a patent. In France, however, the revolution brougne -torem 
a new recognition of the rights of inventors. 


In 1791, France adopted a patent law which contained a recital to 
the following effect: 


"Every novel idea whose realization or development can 
become useful to society belongs primarily to him who 
conceived it, and it would be a violation of the rights 
of man in their very essence if an industrial invention 
were not regarded as the property of its creator."* 


The effect of this initiative on the part ‘of '*French. *legrolators 
was to lay the foundation “for, the’ theory “that “inventors gare 
entitled to their patent rights as a matter of natural justice. 


In the UnitedStates; ‘article 8 of the Constitution "provided thar: 


"The Congress shall have power...To promote the progress 
of science and useful arts, by securing for limited 
times to authors and inventors the exclusive right to 
their respective writings and discoveries." 


The first US Patent Act was passed in 1790 with major revisions in 
PS30'7 lo/Oeand. 1952, 


The effect of the US constitutional provision, it has sometimes 
been facetiously said, is to ensure to every American citizen a 
constitutional right .tova patent. On its face, “the. sarcircle *sdoes 
not, of course, suggest this. But the constitutional reference to 
the granting of exclusive rights will probably ensure that the 
patent system will be indefinitely retained in the United States 
as being so fundamental as to be beyond question. The United 
States patent will continue as a constitutionally-approved pro- 
perty, right. 


It has been suggested that the thesis that the granting of patents 
can be justified purely on the basis of recognition of the inher- 
ent right of a creator to enjoy the fruits of his creativity ics 
not seriously advanced today. Fritz Machlup, in his monograph, 
Study No 15 for the US Senate**, suggested that the theory that 
there is a natural right in every inventor to control the use of 


* Cited from’ UNCTAD Report, “p 97;° see’ also “B.T; Penrose, 
Economics of the Patent System", p 21. 


Gi act Machlup,estudy. No. 7 <Suprasp ese 
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his new ideas has been generally rejected (p 26). Yet the argu- 
ment lingers on, like a ghost, colouring much of the thinking of 
those who attempt to analyze and justify the nature and scope of 
the patent right. 


As recently as April, 1974, the UNCTAD Report on the R6le of the 
Patent System (a document which, on the whole, takes a neutral 
attitude toward the basic worth of patents), acknowledged that: 


"...patent laws are enacted partly as a recognition of a 
concept of a natural right in inventions" (p 4). 


As a footnote the report quotes art 27, para 2, of the Universal 
Declaration of Human Rights, which provides that: 


"Everyone has the right to the protection of the moral 
and material interests resulting from any scientific, 
ig terary Om artistic. production of «which , ‘he'y iis ‘ytthe 
author." 


Further, art 15(1) of the International Convention on Economic, 
Social and Cultural Rights provides: 


"15(1) The States Parties to the present convenant re- 
cognize the right of everyone: 


(c) To benefit from the protection of the normal 
and maternal interests resulting from any _ scien- 
tut cp wiiteraryor~artirsticwproductswonsofw, which ibe 
is the author." 


These references, however, confuse the distinction between 
authors and inventors. Authors are usually thought of as _ being 
Creators.) But, 7 trom -ayistechnical wwewpoint/siinventorsmdol’ not 
‘create' inventions. 


Inventions are inherently manifestations of the characteristics of 
the matter of which the world is made. The potential for a new 
product to be formed or a new process carried out resides in the 
very nature of the world. A distinction may therefore exist be- 
tween the moral rights of an author to control his artistic or 
literary works and the rights of an inventor. The issue is 
whether, by being the first person to apply his ideas, an inventor 
obtains, as a property right, the power of excluding others from 
the benefits of that specific configuration which he calls ‘his 
invention!'. 


The Economic Council dealt only briefly with the property right 
argument in the main body of its report, but attached an inter- 
esting appendix which attempted to explore the real nature of the 
meaning of 'property'. The report itself contains the following 
short reference (pp 31-2): 
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"Tt is sometimes argued that in (granting intellectual 
property rights,) the state is not merely granting 
rights for incentive purposes, but is instead defining, 
validating and protecting fundamental rights that were 
in some sense already there. The character of the 
rights involved in intellectual and industrial property 
is not an easy question, and countries have differed in 
the legal approaches that they have taken to Lty <The 
economic nature of these rights is discussed somewhat 
further in Appendix A. Suffice it to say here that’ the 
"fundamental rights" view of intellectual and industrial 
property is difficult to square with the history of 
these laws in Britain and Canada..." 


In the appendix mentioned in the previous quotation the real 
meaning of the concept of 'property!' or ‘property rights' is pur- 
sued further. The argument set out suggests that the concept of 
"property right', in the last analysis, requires only that society 
intervene to protect the interests of the individual. The expec- 
tation that this will happen in respect of such personal things as 
automobiles, wallets and land is beyond question. But this’ same 
expectation with respect to rights in new inventions is not _ so 
universally held. 


Ultimately all property rights can be associated with some econo- 
Mic justification. People are not allowed to steal cars, although 
this might, for a temporary period, make such articles more 
readily available to members of the public. If property rights 
Over automobiles were abolished, the results, economically, would 
be catastrophic. The purchasing and production of automobiles 
would cease. 
/ 

The question arises, therefore, whether the same principle applies 
an respect, Of) patent ~ rights’. Would the abolition of patent 
rights, with the result that new ideas, wherever public, become 
'free goods', jeopardize or damage the process by which new ideas 
Or inventions are generated and ultimately exploited? 


This is the key issue that arises under the economic justification 
for the existence of patents. Objective evidence on this issue 
notwithstanding,, the wealth of opinion that exists on either side 
1s remarkably small. 


D.1.2 The Right to Imitate 


While the Statute of Monopolies may have been silent on the ques- 
tion, the theory that an inventor has a right to a patent, guaran- 
teeing exclusive use of his invention, was clearly rebutted under 
the earliest Austrian patent law. A 1794 royal decree announcing 
the establishment of a patent system expressly stipulated that 
inventors neither had any property rights in their inventions, nor 
any rights to patents. Instead, the prerogative to grant exclu- 
Sive privileges was said to be an exception to the natural right 


See rai to imitate an inventor's idea (Machlup, Study No. 15, 
Pp e 
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The right to imitate has contempory support as well. Donal 
Turner in a review of the patent system* quotes with approval 


following passage from an article by Professor Rahl on "The 
to ‘Appropriate, Trade » Values’".. (23 ,Ohio0.. St., beJ. »,56,,..3 
1962): 


"In most of the important fields of human activity it is 
not usually considered wrong to imitate valuable things, 
ideas and methods. The more acceptable to society the 
thing is, the more others are encouraged to imitate it. 
Education is founded upon this premise, as iS progress 
in science, art, literature, music and government... 


"We have but to look around us to see that our "dynamic" 
economy is one which thrives upon and requires rapid 
imitation of innovated trade values... 

"...(W)e cannot have a general rule against copying of 
published trade values and at the same time have an 
effective system of competition. Although competition 
has many definitions and descriptions, it is clear to 
all that it cannot exist without the availability of 
reasonably close alternatives for the satisfaction of 
economic wants... 


"Substantial similarity of alternatives can come about 
in only one of two ways -- by independent development or 
by imitation. While there are many instances of simul- 
taneous independent innovation, Our economy would still 
be in the Dark Ages if this were the only circumstance 
under which competing alternatives could be offered. 
Imitation is inherent in any system of competition; it 
is imperative for an economy in which there is’ rapid 
technological advance... 


"It is not freedom of competition which requires 
apology. It is interference with freedom which must 
always be explained." 


And in a footnote, there is a quote from B. Kaplan, "An Unhu 
View of Copyright" (1967) as follows: 


"If man has any natural rights, not the least must be a 
right to imitate his fellows, and thus to reap where he 
has not sown. Education, after all, proceeds from a 
kina: of mimicry,.and!*progress:,: af it-is nots entirely 
an illusion, depends on generous indulgence of copying." 


The Economic Council made this same point in its report qu 
"Four Screen Plays" by Ingmar Bergman" (p 21): 


* 
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'The Patent System and Competitive Policy', New York University 
Law Review, May 1969, at p 457) 


"A lot has been said about the value of originality, 
and I find this foolish. Either you are original or you 
are not. It is completely natural for artists to take 
from and give to each other, to borrow from and experi- 
ence one another." 


The United Nations Universal Declaration on Human Rights (referred 
to earlier on page 17) provides in the same art 27 subparagraph 
(i) thee: 


“Hyeryone has the right freely "to" participate in tne 
cultural life of the community, to enjoy the arts and to 
share in scientific advance and its benefits." (emphasis 
added) 


Legal jurisprudence has also touched on this issue. In Canada, in 
a famous copyright case dealing with the issue of cable television 
(Canadian Admiral Corporation Ltd v Rediffusion Inc*)~ Mr» Justice 
Cameron of the Exchequer Court of Canada felt free to state (at 
ops 289 ba 


"...no matter how 'piratical' the taking by one person 
of the work of another may appear to be, such taking 
cannot be an infringement of the rights of the latter 
unless copyright exists in that 'work' i 


In other words, unless the law expressly supports the fright to 
restrain the 'taking' by others of the products of one's labour or 
creative thought, everyone has the right to imitate. 


In the United States, Mr Justice Brandeis in his much-quoted and 
often-applied dissent in the decision in International News 
Service v Associated Press**, summarized the tradition of the 
English common law by stating (p 225): 


"The general rule of law is that the noblest of human 
productions--knowledge, truths ascertained, conceptions, 
and ideas--become after voluntary communication tO 
Others, wree asethe air to common use, 


and at page 250: 


"He who follows the pioneer into a new market, or 
engages in manufacture of an article newly introduced by 
another, seeks “profits due largely "to; the “labours and 
expense of the first adventurer; but the law’ sanctions, 
indeed encourages, the pursuit." 


* (1954) Exchequer Court REpOrtS 362. 


** 248 United States Supreme Court Reports 2 Vee(1oiL sie 
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It is over this common law background that the state erects' the 
restraints considered to be in the national interest under patent 
and copyright laws.* 


If it is accepted that there is a right to imitate, then the 
patent system can only be justified on the basis that, by tempor- 
arily restraining imitation, society in the long run will be 
better off. Arguments as to the positive benefits of maintaining 
a patent system must therefore be very carefully analyzed on that 
basis. 


D.2 Recent Evaluations of the Patent System 


The general form of analysis of the rationale for the patent sys- 
tem adopted in many reports dealing with reform is to begin by 
asserting that the patent right operates as an incentive. 


D.2.1 UK Swan Committee 


The Swan committee in the United Kingdom, in 1949, charged with a 
review of the patent system, list four different stages in the 
process of innovation which are encouraged by the grant of patent 
rights. This list was quoted verbatim in the Ilsley Commission's 
report (at p 10, see appendix B). 


D.2.23niLPsiey Commission 


The Ilsley report quoted further passages from submissions before 
the United States Senate subcommittee on patents, which in effect 
reworded three of the four points cited from the Swan report. (cf 
appendix B) 


D.2.3 US President's Report 


The President's commission in the United States in 1966 dealt 
tersely with the rationale for maintaining the patent system. 
Their position was set out as follows (p 2): 


"Agreeing that the patent system has in the past per- 
formed well its constitutional mandate "to promote the 
progress of...useful arts," the Commission asked itself: 
What is the basic worth of a patent system in the con- 
text of the present day conditions? The members of the 
Commission unanimously agreed that a patent system today 
is capable of continuing to provide an incentive to 
research, development and innovation. They have dis- 
covered no practical substitute for the unique service 
it renders. 


* For a further review of the traditional view of the common law 
respecting the rights of the public under natural law vis-a-vis 
the rights of inventors, see the "Law of the Patents" William 
Cy. Robinson, 1890 Vol 1 pp, 39-51: 
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"Pirst, a patent system provides an incentive to invent 
by offering the possibility of reward: to, (the “anventor 
and to those who support him. This prospect encourages 
the expenditure of time and private risk Capltal” in 
research and development efforts. 


"Second, and complementary to the first, a patent system 
stimulates the investment of additional capital needed 
for the further development and marketing of the inven- 
tion. In return, the patent owner is given the right, 
for a limited period, to exclude others from making, 
using, or selling the invented product or process. 


"Third, by affording protection, a patent system encour- 
ages early public disclosure of technological informa- 
tion, some;of which) might otherwise. be, kept) .secret. 
Early disclosure reduces the likelihood of duplication 
of effort by others and provides a basis for further 
advances in the technology involved. 


"Fourth, a patent system promotes the beneficial ex- 
change of products, services and technological informa- 
tion across national boundaries by providing protection 
for industrial property of foreign nationals. 


"Having satisfied itself as to the worth of a patent 
system, the Commission then undertook an extensive 
analysis of the many studies of US and foreign patent 
systems..." 


This is the total analysis devoted to the issue of whether the 
patent system is ultimately of net benefit. It is remarkable for 
its brevity. 


D.2.4 UK Banks Committee 


The Banks committee, established in 1967 in the United Kingdom, 
following the path of the Swan committee, devoted in its report a 
five page chapter entitled "The Value of Patents" to the issue.* 
Again the four points of the Swan report were cited ending with 
the conclusion that s(pi15):; 


"67 Our deliberations lead us to subscribe to the Swan 
Committee's conclusion that industrial development over 
the years justifies the patent system. We would sum up 
as follows: 


(i) Wherever industry has developed, patent systems 
have merged and been adopted and have played an 
important réle in encouraging innovation. 


* Included as appendix C. 
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(2.1) No alternative system for the encouragement and 
growth of new industry by private enterprise has 
been established. 


(1433 National patent systems have been of increasing 
importance in the world-wide development of 
technology, with resulting benefit to the expan- 
sion of international trade. 


We concluded that the value of the patent system is 
established in the terms expressed above." 


Again, the analysis contained in this study was of limited depth. 


The conclusions of the last two studies cited applied to the US 
and the UK. The economic circumstances of these two countries may 
be sufficiently different from those of Canada to make those con- 
clusions invalid for Canada. 


The Economic Council explored various economic arguments for 
rationalizing the continued existence of the patent system in 
Canada. They did so, however, in the context of the broad area of 
intellectual and industrial property, ie patents, trademarks, 
copyright and registered industrial design. 


D.3 Economic Council's Analysis 
D.3.1 Information Policy 


Much of the analysis of the Economic Council's report focused on 
the importance of intellectual property in the operation of the 
"total information system in Canada" (p 4). The background for 
analysis of patents as being part of the field of information 
policy was set out by stating (p 12): 


"The growing socio-economic importance of information and 
its handling by now hardly needs arguing." 


ana, (p47) 


",.ein general, it can be said that the economic effi- 
ciency of a society's "total information system" is _ to 
be judged not only by its original ‘'learning' ability, 
but also by its ability to spread knowledge quickly, in 
low-cost and accessible form, among all those able to 
make good use of it." 


The council's view on the relevance of information policy to 
patents may be seen from the following passages (p 31): 
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"Datents...are part of a class of policy tools used to 
improve Society's 'total information system' in sectors 
in which the production and distribution of knowledge 
might otherwise be inadequate..." 


"In the case of patents...the knowledge to be produced 
is not in itself the ultimate objective, but is rather 
an ‘intermediate input!...” 


and, as part of the specific criteria set out for the patent 
system (p 84): 


(1) The Canadian patent system should encourage inven- 
tion and other steps in the total innovative pro- 
cess within Canada. 


(2) It should encourage rapid and effective dissemina- 
tion of technical information and other "technologi- 
Cal “transfer, both within Canada "and between tie 
mestwor.thesworldeand. Canada’, 


In effect the Economic Council saw the patent system, in common 
with the other fields of intellectual property, to a great extent 
as a vehicle for generating and disseminating information relevant 
to this innovation process. 


D.3.2 Digression on Definitions -- Invention v Innovation 


The use of the word ‘innovation’ in this working paper as distinct 
from the concept of ‘invention' deserves special consideration. 
Invention is generally taken to mean a relatively subjective men- 
tal process by which a person conceives of a new idea. (Tit eeeis 
subjective in the sense that a person may conceive of something 
which, in fact, is old, but nevertheless the person may be pleased 
and surprised with his own perception and insight). 


Innovation in the industrial context and as applied to inventions 
can be used with various degrees of scope to its meaning. In its 
broadest sense industrial innovation, or simply "innovation", may 
be taken as the whole process of making an invention and carrying 
out subsequent steps by which it is put into commercial practice. 
The Economic Council in:its report," citingsitssowns “Filtthes fAnnual 
Review ~ The Challenge of Growth and Change" uses innovation in 
this broader sense as follows (p 10): 

oo innovation should be thought of as a total innova- 
tive process, involving a series of activities extending 
all the way from basic research to the final delivery of 
products in the market place." 


By way of contrast, innovation in its narrower sense can also mean 
the processes of perfecting an invention which has already been 
made and carrying through to the point of getting the invention 
into commercial production. In either case, the concept of 
innovation entails the ultimate introduction of new or improved 
products into the marketplace. 
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It is convenient for the purposes of discussion in this paper to 
characterize innovation as a process that begins once an invention 
has been made. This distinction is important because different 
policy considerations may flow from attempts to analyze the pro- 
cess of invention as opposed to the process of innovation as 
defined herein. This distinction, the severability of the innova- 
tion process from research and development that may have preceded 
it, was recognized by the Economic Council in its Fifth Annual 
Review in the following terms (p 41): 


"While R & D is concerned essentially with invention-- 
with the conception of an idea, and the initial develop- 
ment of the idea--innovation is concerned with the 
crucial r6le of entrepreneurial decision-making and 
risk-taking in the 'follow-through' process, which 
involves the coupling of the initial idea or the results 
of R & D with engineering, design, financing, tooling- 
up, production and marketing. Thus R & D by itself may 
add nothing to economic growth. It is the innovation 


process -- beginning when management decides to move 
from R & D into engineering, design and all of the’ suc- 
ceeding stages -- which brings new products, processes 


and services into use, and which contributes to growth." 


For convenience, table 1 has been included to clarify the dis- 
tinction between 'invention' and 'innovation', as these expres- 
Sions are used within this working paper. 


As indicated in table 1, invention may, to some extent, extend 
beyond the stage of conception into the stage of postinvention 
development where a fuller understanding of the invention and its 
potential applications are established. The process of innova- 
tion, too, may involve a development phase in which new techniques 
for practical commercialization of the idea are explored. The 
full process of commercialization often involves solving problems 
of mass production, the supply of raw materials, promoting the 
product and a general search for the conditions which will opti- 
mize the application of the invention in the commercial manufac- 
turing process. As will be apparent from subsequent discussion, 
invention is not necessarily the most difficult, risky or expen- 
Sive stage in the process leading to a successful commercial 
innovation. 
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In its Fifth Annual Review following its description of innova- 
tion, as set out above, the Economic Council quoted with apparent 
approval (p 41) the following passage from "Technological 
Innovation: Its Environment and Management", (a report of a panel 
of experts established by the US Secretary of Commerce) : 


"We need also to bear in mind that the path between an 
invention (or idea) and the market place is a hazardous 
venture, replete with obstacles and substantial risks. 
It is ordinarily a very costly, time consuming, and 
difficult task that the innovator faces." 
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Clearly, the Economic Council recognized the distinction between 
innovation and invention. However, in its report on intellectual 
and industrial property, the r6le of patents was given preemi- 
nence in the generation and transmission of information. 


References to innovation and the relationship of information to 
innovation are set out in that report as follows (p 9): 


"In order for its economy to grow and develop’ satisfac- 
torily, a society must be innovative;... it must be well 
informed; and to be well informed, it must be good at 
the production, distribution and use of knowledge". 


and continuing the quotation cited earlier (Supra p 23): 


"... in general, it can be said that the economic effi- 
ciency of a society's "total information system" is to 
be judged not only by its original "learning" ability, 
but also by its ability to spread knowledge quickly, in 
low-cost and accessible form, among all those able to 
make good use of it. This is an essential relationship 
between innovation and information; a high-innovation 
society is likely to be outstanding at distributing in- 
formation as well as at producing knowledge. On ty rar 
both phases of the system are working well can large 
benefits be assured to ... the consumer and other impor- 
tant segments of the economy". 


andivip 20) 


"From the standpoint of Canadian economic policy, the 
critical point here is that production and use of know- 
ledge are so intermingled -- that highly effective pro- 
ducers of knowledge are typically highly effective users 
of it, and vice versa. This means that Canada's perfor- 
mMance as a knowledge-producer and its performance as a 
knowledge-user are closely interrelated. Canada must 
indeed be a very capable producer of original knowledge, 
but not to the exclusion of achieving fast, low-cost 
internal distribution of information, coupled with the 
most favourable possible access to foreign information". 


Further, the Economic Council recognized the r6le that patents can 
play as an incentive to innovation (p 9): 


"The patent system has long been regarded as a_ policy 
tool for the encouragement of industrial innovation". 


However, the report then went to warn of the dangers of providing 
too much incentive to innovation (p 10): 


"While policy normally strives mainly to increase the 
commitment of resources to innovation, it must guard 
against the very real danger that a society may become 
too innovative, at least in certain directions. To use 


oh 


one of the Robinson Crusoe examples beloved of elemen- 
tary economics teachers, if Crusoe spends too much time 
innovating a shovel for himself and not enough time har- 
vesting breadfruit and coconuts, he is likely, to ».staryve 
to death. In a more modern setting, the possibility of 
too much innovation is suggested by the fate of some 
excessively future-oriented companies that have put too 
many of their resources into new product development and 
not enough into current production and sales. Also the 
balance within a society's total innovative effort is 
important. If, for example, patent incentives are so 
strong as) to, attract,.an\ excessive, jproportion, of the 
always limited supply of innovatively talented people 
into the production of patented inventions, and away 
from teaching andebasic scientific? research, the ~resuit 
Will be. self-defeatinguinithe long cungas;the.nexes gen- 
eration finds itself with too few well trained inventors 
and with insufficient grasp of fundamental science for 
its effective application. JOn the other hand; if * very 
large and generous resources are available to support 
teaching and basic research, thus attracting a very high 
proportion of innovatively talented people into these 
activities, the result may be too little inventive and 
innovative activity on the frontiers of knowledge-use". 


The recent demise of Microsystems International Ltd, an attempt by 
Northern Electric (with considerable support from the Canadian 
government) to establish a large-scale, solid-state microcircuitry 
industry in Canada, is an example of the potential costs of fail- 
ure in such fields. Established in 1969, the Canadian government 
Spent over $30,000,000 in support of this company (Hansard 
p 3834, March 6, 1975). The decline of Microsystems is summarized 
a she following excerpt from the Ottawa Citizen of March 5, 1975 
p79): 


"Since it was established, the firm has had sales of 
$5.9 Million in.1969;.86.3-millionein 8970,,.$9.0emaluon 
in, 297 L wSl2s3imillion in-l972,7, $20 ec. emeiivon Binnelons 
and. $29 743 mil kion vin)197 4 


nit Rasi had losses.of: $3.3) millionwinhwho697 /$72iemr! bvon 
ILI POs Mil LOne tn Tov, | S42 aiel le On po neeeine oa 
PLO wi mi bidon tin 1973 sand $2625 ail boonnineo74 


This is an example of an attempt to support the establishment of a 
new industry in Canada based on advanced technology; it is also 
demonstrative of the risks and costs of failure. 


In summarizing its specific criteria for the Canadian patent 
system, (at pp 84-85) the report warned that the patent system: 
Maes Should not encourage, as it might if the working- 
in-Canada provisions of the existing Patent Act were 
vigorously enforced, a new proliferation of small- 
scale, high-cost manufacturing in Canada. Rather, it 
Should help to promote the kind of internationally 
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competitive pattern of secondary manufacturing that was 
envisaged in the "Scale and Specialization" chapter of 
the Economic Council's Fourth Annual Review. While 
working of foreign inventions in Canada is normally the 
most complete and effective means of technological 
transfer into Canada, it is achieved at too high a_ cost 
if it results in Canadian resources being used in pro- 
ductive ventures that can never aspire to exports and 
can only go on existing domestically behind an absolute 
patent barrier to imports. In such cases efforts should 
be concentrated on conveying knowledge of the relevant 
technology into Canada by other means, on a purely in- 
formational basis for the time being". 


Thus, of the three headings under which the patent system can be 
justified as an economic instrument, ie by serving as an incentive 
fOr: 


(1) research (leading to invention), 
(2) disclosure (of invention), and 
(3) innovation (based on invention); 


the Economic Council apparently saw the beneficial rdle of the 
patent system under Canada's special circumstances as focused 
mainly on the first two categories. 


D.3.4 Digression on the Meaning of 'Incentive' 


In any attempt to canvass the various reasons put forward for 
maintaining the patent system, the word '‘'incentive' will appear 
repeatedly. An understanding of the relevance of the incentive 
effects of the patent system is essential in a fundamental review 
of patent policy. The positive benefits arising from such incen- 
tive effects will have to be balanced against the costs of main- 
taining the system in order to determine its net worth. 


Whether the patent system is of any effect as an incentive device 
may be tested by asking the following question: 


"Do patents (or rights to obtain patents) induce persons 
to proceed into areas that they would not have otherwise 
entered?" 


Or: 


"But for the grant of patent rights, would industry have 
performed in any different manner?" 


A reward offered as an incentive is a useless and wasteful gesture 
if it is granted for conduct that would have taken place in any 
event. The whole worth of the patent system turns on whether it 
is effective as an incentive device. 


The question is not, therefore, whether patentees or industria- 
lists 'like' to obtain patent rights, but whether with a patent 
system, their behaviour is different from what their behaviour 
would have been in the absence of a patent system. If the patent 
system is ineffective as an incentive instrument, then there is no 
economic justification for its continued existence. 


The Economic Council briefly stated the incentive argument respec— 
ting patents as follows (p 32): 


"What society appears to do is to use the policy instru- 
ment of intellectual and industrial property rights in 
certain parts only of the total information system -- in 
parts where there is widely agreed to be a serious pro- 
blem of underproduction and underprocessing of know- 
ledge, and where this particular kind of incentive, by 
itself or in association with others, seems likely to be 
an appropriate means of improving the situation". 


But this statement, proceeding on the assumption that patents 
actually perform as an incentive to support research or innova- 
tion, ignores other factors which encourage these activities. This 
is a substantial issue, as yet unanswered by authoritative 
research. Are competitive forces, apart from the existence of the 
patent system, capable of serving as a sufficient encouragement to 
motivate industry to undertake research and innovation? 


Attempts have been made to correlate statistically the rate of 
issuance of patents to aspects of economic growth. Such correla- 
tions will not, however, establish that a cause-and-effect rela- 
tionship exists. If the patent system is shown to have an 
influencing effect, this effect must be measured at the earliest 
point in the system, before inventions have been made and patents 
have been granted. 


If the patent system has any benefit it must arise by reason of 
the effect that it has on either decisions to carry out research 
made before any invention has been conceived, or decisions to 
proceed with the development and marketing of new products before 
those products have proved themselves in the marketplace. 


An analysis of the patent system based upon evaluating its perfor- 
mance aS an incentive system is similar in nature to the problem 
of evaluating the operation of the criminal law. 


The criminal law, in one respect, is maintained because it is 
assumed that it operates as a deterrent. Everyone is familiar 
with the argument that it is necessary to maintain, under the 
criminal law, a system of enforcing consistent, certain punishment 
in order to deter persons from committing crimes. When an attempt 
1s made, however, to evaluate the effect of the criminal law as a 
deterrent the most apparent and easily examined aspects of the 
criminal law system are the penal institutions, prisons and _ the 
people who populate them. However, the success of the system 
cannot be determined simply by examining the prison population. 
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For these persons, the criminal law as a deterrent force has 
failed. The success of the criminal law system must be measured 
on the street where its effect as a deterrent is presumably 
operating on ordinary citizens. 


The deterrent effect of the criminal law makes people fear the 
consequences of committing crime, ie loss of freedom and repu- 
tation.or the financial loss,.of .a fine...<In effect, the law is-).an 
incentive to abstain from crime. The patent system depends for 
its success on similar effects. The incentive to invent and 
innovate, if it exists to any real extent, must arise from the 
prospect of future financial benefits, benefits arising either 
through licence royalties or from the profits that may be obtained 
by marketing products in a competition-free envivonment. 


These positive effects take place at points or moments which are 
beyond direct analysis, where the systems influence people's deci- 
sions. While the actual performance of the patent system may be 
difficult to measure, it is only this influence which counts. 


In this vein then, the evaluation of the worth of the patent 
system should be based on an examination of its impact as an 
incentive device. 


E Worth of the Patent System 


E.L As an Incentive to Research 


In the past, evaluation of the impact of patents as an incentive 
to research has been largely subjective. The Ilsley Royal 
Commission in its report reviewed some of the contemporary view- 
points then existing on the worth of the patent system as an 
incentive device. In this regard Professor Seymour Melman's 
report to the US Senate subcommittee (study no 11) was then quoted 
as follows (p 12): 


"With or without a patent system, the efficient pursuit 
of knowledge in the universities and other nonprofit 
institutions ...will continue as a sufficient end in 
itself. Industrial firms will continue to enlarge their 
research in the useful arts as dictated by competitive 
needs, with or without patent privileges. Henceforth, 
in the judgment of this writer, the main impetus for the 
promotion of science and the useful arts will come, not 
from the patent system, but from forces and factors that 
lie outside that system". 


The Ilsley Report itself adopted the now famous conclusion con- 
tained in Machlup study that there was insufficient knowledge of 
the operation of the patent system to evaluate its net benefit to 
society or support either the institution or repeal of the system, 
(appendix B pp 1l, 12). 


Ten years later the Banks Committee after three years of delibera- 
tion on the effectiveness and suitability of the patent system for 
the UK, was still able to state (p 10, para 44): 
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"We have been unable to locate any relevant report or 
series of reports made in the United Kingdom or else- 
where which are generally accepted as based on an 
economic assessment made in depth and with academic 


objectivity". 


Since the publication of the Banks Report three major works of 
particular relevance to Canada have been published! The Pirst4-1s 
the report of the Economic Council referred to above. The other 
two documents are the Cambridge University study by Taylor and 
Silberston, "The Economic Impact of the Patent System", and the 
Canadian work by O.J. Firestone, "The Economic Impact of Patents". 
This latter work consolidates much of the information gathered for 
the report of the Economic Council. 


"The Economic Impact of the Patent System" is a monograph prepared 
by the University of Cambridge's Department of Applied Economics. 
It is based on a three-year project designed to assess the eco- 
nomic consequences of maintaining the kind of patent system now 
operating in the UK. The project included a survey which concen- 
trated on 30 firms selected from a list of 150 firms, as a general 
cross-section of British industry. A further 14 firms were also 
interviewed directly. 


"The Economic Impact of Patents" by Firestone is based on a 
statistical sampling survey of patents isued in Canada in 1957, 
1960 and 1963, and also on in-depth interviews with 15 of the 
major corporations operating in Canada. An attempt was made to 
include all patents granted to Canadian resident owners in the 
survey and approximately 5% of patents granted to foreign owners. 
One third of the 5,709 questionnaires mailed produced usable 
LEtCuUrns. 


E.1.1 Cambridge Report 


The Cambridge report did not generally attempt to assess the 
impact of the abolition of the patent system. An alternate pro- 
position was’) putiito, industrialists.“ inasehis survey. This 
proposition is summarized in the words of one of the authors of 
the report, "Ca. WLaylory vas tol Lows’: 


"If in recent years your company had operated under a 
régime of world-wide, thoroughgoing, compulsory 
licensing, so that you would have been able to _ patent 
your inventions at home and overseas in the normal way, 
but you could not refuse any application for licence on 
reasonable commercial terms, what difference would it 
have made to your operations?" ("Do We Still Need A 
Patent System", Chartered Institute of Patent Agents 
Journal, April 1973) 


The study concentrated on this rather than complete abolition of 
the patent system because complete abolition did not then seem a 
likely prospect (Cambridge pp 85-88). Some questions were, how- 


ever, directed in certain respects to the effect of a "no-patent' 
alternative. 


Pgh Yager 


Summarizing responses to a question concerning the proportion 


actual past research projects in which patentability was 


Cambridge Report states (p 195): 


of 


a deci- 
Sive criterion for deciding whether or not to go _ ahead, 


"Of 34 returns received the answers were as follows: 


Number of 
Returns 
Never sf 
In very few cases 18 
In a Significant proportion 
(up to 10%) of cases 5 
In over 10% of cases _4 
TOCA. 34 


Of the 9 returns in which patents were said to be 


(3) 


21 


eye 


Aes) 


deci- 
Sive in a Significant proportion of projects, six were in 


finished and specialty chemicals (with pharmaceuticals 


and crop protection chemicals prominent), one in 


components." 


basic 
chemicals, one in industrial plant and one in automative 


the 


Regarding the hypothetical question of the effect that an absence 
Of availability of patent rights would have had on past decisions 
to carry out research, table 2 herein shows the results tabulated 


in the Cambridge Report (table 9.1, p 195). 
In summary to both questions, over 70% of the responses 


effect on the decision to pursue research. 


indicated 
that the prospect of obtaining patent rights had little or 


no 


The overall conclusions of the Cambridge Report with respect to 


the incentive value of patents were as follows (p 346-7): 


Summary of Effects 


"At the risk of drastic oversimplification, our findings 


concerning the economic impact of the patent system 


in 


comparison with our standard alternative of worldwide 


compulsory licensing can be summarised as follows: 


(a) Industrial research and innovation. The impact 


on 


thewraee. . and. .OLrect1on.. Of, inventive andi. innovative 


activity undertaken by industry is extremely small 


on 


the whole in all areas examined except the 'secondary' 
(nonbasic) chemical industries. There, pharmaceuticals 
stand out as an industry in which probably at least one- 
half of invention and innovation is heavily dependent on 
patent protection. A similar degree of dependence 
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probably exists in crop chemicals and one or two other 
industries producing research-intensive chemicals for 
relatively limited markets. Certain other chemical 
product areas such as novel plastics materials and _ so- 
phisticated industrial chemicals show a lower but still 
appreciable degree of patent-dependence. In contrast, 
R & D in basic chemicals, including petroleum chemicals, 
Le Very little affected, and not (at. all, in. oil. pro- 
cessing and refining. 


(b) Nonindustrial invention and innovation. Inventive 
and innovative activity outside large-scale industry 
appears on the whole to be very little affected. The 
small-scale efforts of the individual inventor and _ the 
very small firm do not seem to derive anything like as 
much stimulation from patent monopolies as has sometimes 
been thought. The profit motive is seldom a principal 
consideration for the dedicated private inventor, while 
the work of the very small research-based firm is often 
complementary to or derived from the operations of 
larger firms. It is noticeable that small inventors are 
not very active in the chemical fields found to be 
responsive to patent protection; they concentrate mainly 
on the mechanical and electrical field, where '!strong' 
patents are very few and far between. It should also be 
noted that the amount of resources, devoted to small- 
scale invention and innovation is quite minor compared 
with amounts spent in industry. 


"On the other hand, it cannot be denied that small 
inventors are prolific generators of patentable inven- 
tions in relation to the resources used, and that the 
proportion of all valuable inventions that is attribu- 
table to the small man seems considerably higher than 
the proportion of resources used by them. Neither can 
it be denied that there have been cases--although 
apparently extremely few--in which prospective patent 
protection has been an important factor in inducing 
small inventors to persist for years with basic inven- 
tions which ultimately became major innovations (after 
industrial development). The patent system can there- 
fore claim wat, least. part .of. the. credit. for «a ~.Venby 
limited number of important innovations--possibly not 
many more than a small handful--resulting from the work 
of the small UK inventor in the last ten or so years. 


"Inventive activity in universities, technical colleges 
and government research institutions is essentially a 
subordinate activity deriving from scientific and tech- 
nical research that owes virtually nothing to the profit 
motive. Inventions from these sources which have com- 
mercial potential are almost invariably transferred to 
industrial firms, most commonly nowadays through the 
agency of the National Research Development Corporation. 
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"Their development then becomes subject to the same con- 
siderations and arguments as apply to other R & D_ pro- 
jects undertaken in private industry. For these reasons, 
the patent system can claim no credit in stimulating 
'institutional' research which has not already been 
counted in relation either to industry or to the small 


inventor .* 


Firestone Survey 


The Firestone survey reached similar conclusions. In that report 
the following statement is made (p 169): 


ae Whiten MajOrrcy OL Companies, LOOK at." Chevepacenc 
system as a major inducement to innovate, a large part 
if not the major part Of R.& D work “would “continue ~to 
take place in Canada even if this country had no patent 
system or if the protection currently provided under the 
system would be considerably reduced. 


"According to the information provided by the companies 
interviewed, three fifths of the R & D work carried on 
in Canada is proceeded with for good economic reasons, 
with “patent  protection- being” only “a “minor “factor. 
Hence, 1 may be difficult to justify the continuation 
of the Canadian patent system, mainly on the ground that 
a major part of Canada's R & D effort depends on it. 


"Admittedly, if the patent system were abolished or its 
protective features severely curtailed, this could con- 
stitute a disincentive for some of the R & D work cur- 
rently undertaken in Canada or contemplated for the 
future. But the extent of it may be less than suggested 
by strong advocates of the status quo. 


"In fact some of the firms interviewed stated that they 
would proceed with their R & D work in any event, and 
that they were forced to do so to keep up with competi- 
tion, both domestic and foreign." 


The Firestone Report then proceded to analyze the alternative 


factors influencing research and development in Canada as 


(pe bey: 


innovate. 


The alternative of a world-wide licensing system mentioned 
the first paragraph of the above summary was only introduced 
dealing with the impact of patent rights on the incentive 
The alternative in respect to questions directed 


follows 


in 
in 
to 
at 


inducement to carry out research was the absence of ‘patent 
rights (Form A, question VI-6, Cambridge Report p 396). 


ag 


"Tf one accepts the supposition that patents are not a 
major factor in the pursuit of R & D in Canada, then the 
question arises: What is the major factor? The answer 
given by the executives interviewed was that competition 
was the greatest factor in influencing the type and the 
dimension of R & D programs in Canadian business. 


"Competition was considered to be more important than 
the patent system or incentives offered by government. 
Only two out of the fifteen firms, Withee oer Cent) OL 
total R & D expenditure stated that the size of their 
program had been affected to a major extent by govern- 
ment incentives including subsidies and tax concessions. 


"The thirteen firms out of a total of fifteen which 
undertook R & D work in Canada said that competition was 
a factor in proceeding with programs in this field. Of 
these, nine firms representing 81.3 per cent of | toca 
R & D expenditures, said it was a major tactor, and) T8y7 
per cent said it was a minor factor, (see below). 


{eELceck. OL Number of 
Competition Firms R & D Expenditures - 1967 
$ Mill Per Cent 
Major 9 63.0 3 at 3) 
Minor 4 14.5 1S eth 
NOW AR. oD 2 - - 
Total igs Vpels: 100 .0= 


These were conclusions reached on the basis cof Ene Firestone 
survey. 


Bol. 3) -Pacene Utilization otudy 


The results of the Firestone survey appear to confirm the conclu- 
sions reached in an earlier US study by researchers at the Patent, 
Trademark and Copyright Research Institute of George Washington 
University. Based on a survey of 600 patent assignees, as part of 
the "Patent Utilization Study" then being conducted, 70% of the 
patentees replying indicated that they would have developed the 
invention even if there had been no patent protection.* 


E.1.4- Science Council Survey 


Yet another survey has been carried out in Canada, apart from that 
of Firestone's. Special study no 11, done by Andrew H. Wilson for 


* (B.S. Saunders, J. Rossman and L.J. Harris, “Attitudes of 
Assignees Toward Patented Inventions", IDEA, December 195704 
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the Science Council of Canada, published in 1970, was based on a 
series of interviews with 80 companies held during 1967-68. In 
this report the following statement is made (p 39: 


"In the opinion of the industry people with whom the 
question was discussed, patents play Little. or, nog; parc 
in the initiation of research programs or projects but 
may play..a much dlarger part. .in the inLtistaonw ao 
development work." 


E.1.5 Conclusion on Research Incentive 


These studies cannot be accepted as conclusive. However, on the 
basis of these attempts to survey the psychological effect of the 
patent system on decisions to undertake research, we might con- 
clude that: there:as:.little, justification, on this ground alone, to 
maintain the present system. 


Of course, patent proponents will always be able to cite instances 
where the potential for acquiring valuable patent rights was an 
effective incentive. But the wholesale granting of patent rights 
for all inventions may not be a worthwhile way of providing the 
encouragement needed for the special cases. 


E.1.6 Other Factors AC Lecting Research 


An evaluation of the relevance of the patent system, as an incen- 
tive to research and invention, should take into consideration the 
fact that only some of the research done in Canada is related to 
the profit motive. This factor was referred to in the Cambridge 
Report as well (supra, p 35). 


According to data reproduced in the Science Council's Report No. 4 
--"Toward a National Science Policy for Canada"--(table 2, p 34) 
industry funds financed less than 40% of the research being 
carried on in Canada. More recent data for the year 1971 taken 
from Statistics Canada information by the Ministry “of State, for 
meeps and Technology (G. Dines January 12, 1975) is set out in 
table 3. 


These more recent figures indicate that the contribution of indus- 
try to research carried out in Canada represents less than 35% of 
the total expenditures. The Senate Report on Science Policy con- 
tains similar figures for the years 1957-67, ranging from 24.1% to 
33.5% (volume 1, ‘table 6,,p..130)... Obviously, research in. Canada 
would not come to a halt if the Canadian patent system ceased to 
exist. At least those sectors which are not profit-oriented, 
namely those other than industry, would continue to fund research. 


Neither would it seem reasonable to predict that all the research 
efforts of industry would automatically collapse. Even the most 
enthusiastic proponents of the patent system aS a mechanism for 


encouraging research would concede that other factors would con- 
tinue to motivate the greater part if, not all, of the research 
which is sponsored by industry. This is in fact the conclusion 
reached in the Cambridge and Firestone surveys. 


Table 3 
TOTAL INVESTMENT IN R & D CANADA, 1971 


(Compiled from Statistics Canada Data by MOSST, 1974) 
Includes both Capital and Current Investment) 
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SECTOR OF PERFORMANCE 


General 

SOURCES OF Govern- UNIV. & CANADA 
FUNDS ment Industry BP NSP TOTAL 
General Government 405 67 150 622 
Industry 2 B20 4 BICRE 
University - - 138 138 
Private Non-Profit - - 22 Z2 
Foreign 1 25 ? 28 

TOTAL 408 417 316 1,141 


In any attempt to measure the impact of the Canadian patent 
system on research carried out in Canada, a further factor should 
also be considered. The present Canadian patent system does not 
contain any features which specifically encourage or ensure that 
research will be carried out in Canada. The law confers the bene- 
fit of patent rights on inventions indiscriminately, without any 
distinction as to the locale of research facilities. For the sake 
of argument, if it were assumed that no patent system existed in 
Canada and that the present law were then enacted, would). there 
then be (apart from international effects which are considered 
later) any additional incentive for research to be carried out in- 
Canada? Such an increase would not seem likely as the present law 
does not provide special benefits for research done inside Canada. 
Conversely, it would be unreasonable to argue that the abolition 
of Canadian patent rights would affect the degree to which 
research is carried out in Canada. 


A conclusion along these lines was reached by the Economic Council 
in reviewing the impact of its proposals on the location ).of . res 
search activities. The report states (p 99): 


"Research locations are typically chosen for reasons 
other than the level of patent protection, and these 
other reasons will continue to be the major influences 
on the amount of research done in Canada". 


If the goal of simply encouraging the establishment of research 
activity in Canada is adopted, then devices other than the 
granting of patent rights should be adopted. 


If the object is to provide a reward for successful research which 
leads to invention, irrespective of the locale of research facili- 
ties and irrespective of whether there is a need to provide an 
incentive to conduct research, then the patent system may be able 
fo. Fulio bletiis.roie. 


But the patent system should not be presumed to be the only eco- 
nomic instrument capable of achieving this goal. A system which 
might be able to accomplish this effect will be considered subse- 
quently, after the worth of the patent system as an incentive to 
effect disclosure of inventions has been considered. 


E.2 Worth of the Patent System As an Incentive to Disclosure 
E.2.1 Effectiveness as an Incentive 


The arguments on this issue, ie whether the patent system actually 
encourages the disclosure of inventions, may be briefly summarized 
as follows: 


(a) If an invention is inherently capable of being kept a 
secret, the patent system will not likely 'smoke it out' 
(ie the COCA COLA formula, which is still a trade 
secret). 


(b) If an invention is inevitably going to become known ( or 
discernible through reverse engineering) when it is com- 
mercialized through sales to the public, then there is 
no need, other than arguments based on convenience, for 
a patent system to encourage disclosure. 


There remains, however, the case of inventions which are made in 
the privacy of industrial laboratories, which would become known 
if commercialized, but which never become exploited. 


The Economic Council did not focus on the precise issue of the 
extent to which the patent system can be justified as an incentive 
to disclosure alone. Reflecting on the incentive value of patent 


rights to encourage knowledge, production and innovation, the 
EepOrt’ States (p 34)< 


“The amount of incentive provided to knowledge produc- 
tion and information processing by the laws of intellec- 
tual and industrial property, as compared with the sit- 
uation in their absence, is not a measurable quantity. 
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Clearly, however, it varies a great deal from case to 
case, depending on many factors. If an invention can 
easily be kept secret, patent protection will not have 
much effect on the incentive to produce it and may not 
indeed be sought." 


jand (p 39): 


"The patent system encourages disclosure of inventions 
but does not guarantee it. Where secrecy can be made 
effective, an inventor may prefer its protection to that 
furnished by the patent system and may therefore neither 
patent nor disclose." 


Of course, if we are evaluating the patent system from the view- 
point of its incentive effect prior to any decision having been 
made to go forward with commercial exploitation, then we _ should 
consider the uncertainties of the alternative secrecy route. 


Secrets are notoriously hard to keep. Trade secret laws do exist, 
but they are uneven, vary from jurisdiction to jurisdiction and 
are always subject to the uncertainties of litigation. Even in 
the case of inventions which are difficult to detect or '‘reverse- 
engineer', such as process inventions, the very knowledge that a 
isecret invention is being applied or utilized is potentially 
capable of attracting and inducing competitors to apply sufficient 
resources to make independent conception probable. Faced with the 
possibility that a competitor may be able to acquire a valuable 
invention by independent conception, an industrialist may well 
elect for a fixed form of 'guaranteed' protection rather than rely 
on the secrecy route. Therefore the patent system may, in fact, 
in some cases be able to 'smoke out' some secret inventions. 


Returning now to the case of inventions which would never become 

publicly available by reason of the inventor's lack of initiative 
Or interest in commercializing his idea, . the patent system may 
have some rdéle to play. In the case of such inventions, there is 
the ever-present possibility that, while the originating research 
laboratory and its manufacturing affiliate see little prospect for 
practical exploitation of an invention in the near future, other 
competitors may see some worth in it and independently obtain a 
patent right for the same invention. Thus “would block). the 
original inventors from using their own inventions. It would also - 
give competitors the marketing advantage of being the sole source 
for a new product. 


The mere contingency of such an occurrence may result in the 
filing of many 'defensive' patent applications. Defensive patent 
applications may be understood to be applications filed for rea- 
sons other than an immediate interest in the exploitation of new 
technology. They may be directed to ensuring that the field is 
cleared for possible future use of a new invention. Ic ts" aiso 
said that some defensive applications are filed in order to sup- 
press use by others or develop a negotiating provision to acquire 
licences under other patents. The Ilsley Report suggested that 
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the number of defensive applications filed in Canada was "substan- 
tial' and quoted from Study No. 2 for the US Senate Subcommittee 
on Patents an estimate by George H. Frost that one third of all US 
applications are filed for defensive purposes (pez G)ie 


In a footnote to the Firestone text the following quotation from 
statements by the New Jersey Patent Law Association in hearings 
before the US subcommittee on patents refers to defensive 
patenting situations in the US (p 227): 


"Defensive patenting currently comprises a significant 
part of the burden on) );jthe,-operations »of, Che eatent 
Office. No solution to the problem is yet seen because 
there is not yet evident, for a possible defensive 
applicant, a more convenient or less expensive technique 
for defending against possible future infringement 
charges. All is not bad, however, because defensive 
patenting brings many worthwhile disclosures to the 
public attention for promoting the progress of the 
arts... 


Thus, it may be argued that the patent system through such de=- 
fensive filings contributes significantly to the disclosure of 
otherwise 'lost' inventions. 


A case can therefore probably be made for the argument that the 
patent system does encourage, to an extent that might not other- 
wise Occur, disclosure of new inventions. The practice by larger 
corporations of maintaining in-house patent professionals to 
evaluate research and apply for patents must generate some degree 
of 'invention consciousness! that will result in the publication 
of data which would otherwise have been overlooked. But it should 
not be assumed that it is necessary to maintain patents in order 
to encourage disclosure of inventions. The Economic Council 
pointed out (p 38): 


"there is no reason in principle why disclosure require- 
ments cannot be attached to other incentive devices..." 


In this respect, the inventors's certificate system deserves fur- 
ther examination. 


E.2.2 Alternative Incentives to Research and Disclosure 
E.2.2.1 Nature of Inventor's Certificates 


There seems to be a recurring association in the literature 
between the inventor's certificate system and a socialist (as 
Opposed to a free-enterprise) economy. The Cambridge Report 


referred to the inventor's certificate system in a footnote on 
page 26 as follows: 


ia 
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"Socialist countries have adopted the device of 


state 


awards for inventors, paid out of public funds and based 


to a (fairly modest) fixed maximum. The inventions 
become state property. As we shall argue later, 


, up 
then 
this 


type of system is suitable only in an economy where 
decisions regarding the development and implementation 


| on an assessment of the returns from the invention 
| 
| 
j 


of major inventions are in public. hands." (see 


also 


pages 351-2 for further comments in this report on 


} 
% 
| inventor's certificates) 


‘While certain of the socialist countries do maintain both a patent 


and an inventor's certificate system, the latter device 
be assumed to be reserved to the private domain of the 

m@eountries.’ Tf the" goal of’ the patent “system' 1s” ‘to 

research and disclosure of new inventions, then the 

| certificate may be just the economic instrument to fill 

Provisions Tor. the “granting cL such certificates 
‘certificates of authorship’) under the laws of the 


should not 
Socialist 
encourage 
inventor's 
the» bile 


(called 


USSR were 


approved by the Supreme Soviet December 8, 1961 as follows:* | 


Article 120," The Certificate of 
Authorship and the Patent 


The author of an invention may, at his discretion, 
request either mere recognition of his authorship, or 
recognition of his authorship and also of his exclusive 
right an: the -anvention,. In theytirst case, ‘a céertvti— 


cate of authorship is issued for the invention; in 
second case, a patent. Certificates of authorship 


the 
and 


patents shall be issued subject to the conditions and in 


accordance with the procedure laid down in the 


Law 


concerning Discoveries, Inventions, and Rationalization 


Proposals. 


Article 111. Use of an Invention for which a 


Certificate of Authorship has been Issued 


Where a certificate of authorship has been issued in 
respect of an invention, the right to use the invention 


shall be vested in the state, which assumes’ the 
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ponsibility for realization of invention, having regard 


to the expediency of its utilization. 


Cooperative and public organizations use inventions 
relating to their sphere of activity on equal terms with 


state organizations. 


The author of an invention to whom a _ certificate of 
authorship has been issued shall be entitled, in _ the 
event of his invention being accepted for introduction 


* Industrial Property - Oct. 1965. 
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to compensation communsurate with the saving or other 
positive result from its introduction, together with the 
privileges granted under the Statute on Discoveries, 
Inventions and Rationalization Proposals. 


Under the "Statute on Discoveries, Inventions and Rationalization 
Proposals", (as decreed by the USSR Council of Ministers on 
Rugust, 21, 4.973), section 9/prequires enterprises which utilize an 
invention to inform the inventor so as to enable him to claim 
compensation. * 


According to the UNCTAD report the following countries now main- 
tainwa system, Of, this, type, (para 13, apps 5) 3 Algeria, Bulgaria, 
Czechoslovakia, German Democratic Republic, Poland, Roumania and 
the USSR. In all these cases, the inventor's certificate system 
is operated parallel to a more traditional patent system. 


Be2ecelst) CONtCraAStawith Pacent oystem 


As will be seen from the foregoing passages, there are substantial 
similarities between an inventor's certificate system and a patent 
system in which compulsory licences are available for grant as a 
matter of right from the moment the patent is. issued. As indi- 
cated earlier, one major difference is the fact that under a 
patent system, users must come forward and obtain a licence first, 
or be subject to sanctions for infringement. Under the inventor's 
certificate system, industry is entitled to apply the invention 
first, and then is obligated to inform of such use afterward. 


A further difference arises from the fact that under the inven- 
tor's certificate system in these socialist countries which have 
them, the state pays the royalties. Under a patent system incor- 
porating compulsory licences of right, royalties are paid by the 
user of the invention. Where licence royalties payable for use of 
a patented invention are substantial and must be borne by users of 
the invention rather than by the state, the royalty burden may 
deter users from adopting, it. 


E.2.2.1.2 Advantage of the Inventor's Certificate System 


The inventor's certificate system is of interest because of pro- 
posals by some economists supporting a shift from the traditional 
form of patent system with its inherent element of private mono- 
poly, to a system of issuing compulsory licences of right. 


The inventor's certificate system has the distinction of posses- 
Sing a separate identity and coherence as a philosophical concept. 
This feature is absent from compulsory licensing proposals which 
start with the premise that a patent right has been granted. 


* Industrial Property, July 1974 [OMeens ens 
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\In its economic effects, the inventor's certificate as adopted in 
socialist countries avoids all of the dangers associated with pro- 
/viding an undue incentive to local manufacture or production, as 
'canvassed by the Economic Council (supra pp 27-29). Apart from 
/royalty costs there is no barrier to entering the market. On _ the 
other hand, there is no positive incentive to innovation. 


While industrialists might still, under an inventor's certificate 
system, be attracted to adopting an invention, it would be on the 
basis of its own merits as a novel and useful product or manner of 
manufacture, rather than by reason of any incentive element asso- 
ciated with the inventor's certificate right. 


| 
Bere? A 'Modified' Inventor's Certificate System 


It may be possible to adapt the inventor's certificate system to a 
free-enterprise economy by transferring the obligation to compen- 
sate the inventor from the state to the user. However, as indi- 
cated, along with this change a disincentive effect arises. The 
fact that a royalty has to be paid will depress the attractiveness 
-of implementing the invention. Any royalty assumed by a manufac- 
mucet wouta have tonbe carried an the price Of the product’ placing 
the manufacturer at a marketing disadvantage vis-a-vis the owner 


of the inventor's certificate. 


! 


p 
| 
| 
: 


It is possible that in some cases the obligation to pay a royalty 
Might serve as an effective deterrent to use. Under these circum- 
stances, the inventor would have the benefit of exclusivity in a 
Manner similar to the one he would possess under ae patent. In 
fact, by varying the rate of the royalty, a virtual continuum of 
degrees of protection could be created, until at some point, at a 
royalty rate of 10%, 20% or 50% of (the /retail sales price, .a 
-certificate-holder's rights would approach an absolute patent 
monopoly. 


ius, 2ceconcernsofethe, Economie, Council “that,) the. patent, eright 
Ess o(by) its ability to shelter domestic ,production, from |. import 
competition may pose serious problems for efficient resource use" 
(p 49) is justified, then consideration could be given to adopting 
a variation of the inventor's certificate system for Canada. By 
setting royalties at a substantial but not excessively high level, 
all of the effects of the more traditional patent barrier would 
exist, but the monopoly would not be insurmountable. The mere 
threat of possible competition which is so efficient that it could 
potentially tolerate and absorb the fees owing to the certificate- 
holder, would deter investment in industry which is clearly 
inefficient and inappropriate for Canada. Where the royalty level 
is sufficiently high, sufficient protection for efficient Canadian 
production facilities would exist. 


A certificate-holder would be able to 'license' the privilege of 


using the invention at a lower rate than the statutory level of 
compensation. An inventor holding such a certificate would be 
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able to sell it as a property having a value equivalent €6'- “area 
potential profits. Therefore, the certificate might be capable of 
playing a r6le substantially similar to the traditional “pateng 


FLGnt. 


A further observation should be made about the possibilities of a 
modified inventor's certificate system. The differential impact 
of such a system on national versus foreign manufacturers should 
also be appreciated. As a tariff barrier, such a system would 
operate with differing degrees of effectiveness against foreign 
importers on the one hand, and potential domestic competitors on 
the other. The importers would be at a further disadvantage over 
domestic manufacturers by reason of the additional customs tariff 
burden that they would have to carry. 


If it were considered desirable to ensure that such a system be 
economically neutral between importers and domestic competitors, a 
reduced royalty could be applied against importers to neutralize 
the tariff burden.* 


Another variation might also be considered. If the’ goal were 
established to create a system which encourages: 


(1) research (leading to invention) and 
(2) disclosure of invention, 


but without either positively encouraging or discouraging innova- 
tion based on invention, it might be possible to achieve this goal 
by introducing the equivalent to a patent pool arrangement. 


Under the socialistic version of the inventor's certificate 
system, the state bears the costs of rewarding inventors. While 
the inventor is paid in proportion to the use of the invention, 
the users are not subject to any disadvantage by reason of adop- 
tion of the invention. A similar effect could be obtained under a 
free enterprise system without burdening the national revenue 
system of the state by establishing a pool or fund among indus- 
trial users for rewarding inventors. As long as_ contributions 
made by industrialists to such a pool are not directly propor- 
tional to actual use of a specific invention, no disincentive to 
adoption of an invention would be present under such a modified 
system. 


* (While “it' may seem startling to “make “special “provisions ‘oe 
accommodate foreigner competition, the r6le of the patent as a 
barrier to importation has been seriously questioned in consi- 
derations by the Andean group of countries respecting their 
patent law. In proposals for new industrial property laws made 
in December, 1971,'"Decision 85", one suggestion made was’ to 
specifically limit the patent right to Only restraining local 
manufacturing -- cf "Propuesta de la Junta relativa al 
reglamento para la applicaci6n de las normas' sobre proprietad 


industrial, JUN, Propuesta 19/Mod, 17 December Loy eveakticLlewss 
and the UNCTAD report para 291, (2 es Ae 
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Rather than have the state support the system for rewarding inven- 
tors, however, industrial users could be required, as a condition 
for participation, to pay a small percentage of gross revenue or 
‘net profits (perhaps reduced by a factor based upon their own 
research costs) into a fund. They would also be required to 
report on their use of inventions. Inventors would be entitled to 
‘their remuneration based upon such use, but the manufacturer who 
adopted an invention would not have any direct increased liability 
to the fund. Of course, the consumers would ultimately carry this 
cost. 


‘Thus, it is possible to consider the construction of alternate 
systems, other than the granting of patent rights, capable of 
serving as an incentive for encouraging and rewarding research and 
disclosure. 


! 
' 
; 


Before leaving the topic of incentives to research and disclosure 
‘and continuing with the evaluation of the worth of the patent 
“system under the third of the three categories being considered, 


ie, as an incentive to innovation, the effectiveness and worth of 


the disclosure element traditionally attached to the grant of a 
patent right will be examined. An understanding of the nature of 
patent disclosures is important to the overall evaluation of the 
patent system since these disclosures are said by some persons’ to 
constitute one of the main benefits which argue for the ultimate 


worth of maintaining a patent system. 


E.2.3 Nature of Patent Disclosures 


«2, 20 nistoricaljOrigin 


The argument that the patent system can be justified on the basis 


that it serves as an incentive for the disclosure of new inven- 


tions has long been accepted by patent proponents as unquestioned. 
The major legal work on patents in Canada, "Canadian Patent Law 
and Practice", by Harold G. Fox, states (4th edition, p 163): 


"The grant of a patent is in the nature of a bargain 
between the inventor on the one hand and the crown, rep- 
resenting the public, on the other hand. The considera- 
tion, 1or, che .grant..is doubles), first, there must , be. ia 
new and useful invention, and secondly, the inventor 
must, 1m return for the grant ot a patent, give ‘to, the 
public an adequate description of the invention with 
sufficiently complete and accurate details as will en- 
able a workman, skilled in the art to which the inven- 
tion relates, to construct or use that invention when 
the period of the monopoly has expired." 


Bs Dr Fox points ‘out, ‘this, was..not part) ofthe ‘early’ British 
system of granting private monopolies under the crown prerogative. 
In fact, prior to 1712 there was no requirement that a patentee 
should at any time provide, for public examination, a description 
of his intended activity other than by way of a title. And even 


after 1712, the procedure for obtaining a patent allowed that a 
specification or description be filed at any time up to six months 
following the grant of the patent. 


Thus, early British patents were granted on the expectation that 
patentees would contribute to the benefit of the realm by estab- 
lishing new trade within the land. Under Elizabeth I, grants of 
letters patent were often qualified by clauses requiring ‘the’ i1n- 
troduction of industry within a fixed period* In 1639, Charles I 
emphasized this policy by issuing a proclamation declaring all 
patented inventions not put into practice within three years to be 
cancelled.** — 


The transition in the) justification “forsygrantingnto&k- Briexeg 
patents occurred some time in the eighteenth century, so that by 
the time Of the case "liardet, is ~Jonnson,*** | ine o,eLoee 
Mansfield was able to lay down the principles for entitlement to a 
patent as follows: 


"The general questions on patents are: dsc Whether 
the invention were known and in use before the patent; 
2nd. Whether the specification is sufficient to enable 
others to make it up; the meaning of the specification 
is, that others may be taught to do the thing for which 
the patent is granted, and if the specification is false 
the patent is void, for after the term the public ought 
to have the benefit of the discovery. Hence the law 
requires as the price the patentee must pay to _ the 
public for his monopoly that he should, to the very best 
of his knowledge, give the fullest and most sufficient 
description, Of all the particulars on which. the, vettect 
depends."**** 


However, this policy with respect to the granting of patents was 
not a policy developed by the British Parliament. Lt twas no. 
until 1852 that legislation was actually passed in the United 
Kingdom governing the granting of patents and requiring that a 
provisional specification be filed at the time of application and 
that “anal specificationssbe ‘publishedjwad 2A Se blancosawhite: 
‘Patents fon Jinvention Wade edition pi 7.4) 


cf .WeeHulme: "On. Consideration of the) Patent) Grant,’ Past and 
Present’. vol. 13, Law Quarterly Review) 


cf L. Getz, "History of the Patentee's Obligations in Great 
Britain" 46 Journal of the Patent Office Society 62 at 74. 


*** 1 Webster's Patent Cases 53. 
mia ote G6t2 80 (supra) 7 sce also jk .Wietoulme,. “Shistory ote. tne 
Patent Law in the Seventeenth to Eighteenth Centuries", vol. 
18, Law Quarterly Review and "Privy Council Law and Practice 


Of Letters Patent for Invention", vol. 33, Law Quarterly 
Review). 
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By way Of contrast, Canadian legislation from 1869 to 1923 made 
the continuation of the patent right conditional on the establish- 
'ment of facilities for working the invention in Canada. This 
obligation ceased to be sanctioned by automatic forfeiture in 
1923, but was made subject to the alternative of compulsory 
licensing provisions with forfeiture being reserved to. special 
cases at the Commissioner's discretion. By 1935, representatives 
of the patent bar were able to testify before a Senate committee 
reviewing the proposed revisions for the Act of 1935 that: 


"(The inventor is deemed to have) performed his part of 
the contract when he discloses the invention so that 
Viehas eavaiveble ‘to the publacte* 


E.2.3.2 Present Disclosure Requirements 


The present act and earlier Canadian laws have always required a 


description of an invention sufficient "to enable any person 
mer llodminptherart «4. / toomake, construct, compoundiecor use Jaec! 
But the scope of this description must not be misunderstood. Its 


purpose is to clearly identify and delineate the nature of the 
invention. The disclosure demonstrates the invention; it does not 
and is not expected to teach the public how to exploit the inven- 
tion comercially on a mass-assembly or production-line basis under 
optimum competitive conditions. 


Dr Fox, in Outlining the disclosure requirements for patents, 
adopts at page 167 the following passage by Lord Justice Lindley 
in Edison and Swan Electric Co. v Holland*?*: 


"In complying with the first conditions, ie in des- 
cribing the nature of his invention, the patentee does 
all that is necessary, if he makes the nature of his 
invention plain to persons having a reasonably competent 
knowledge of the subject, although from want of skill 
they could not themselves. practically carry out the 
invention. In complying with the second condition, 
ie in describing in what manner the invention is to be 
performed, the patentee does all that is necessary, if 
he makes it plain to persons having reasonable skill in 
doing such things as have to be done in order to work 
the patent, what they are to do in order to perform his 
invention". 


= Hansard Feb.°27,°1935 pp 126-127'-=-': submission’. by G:° Maybee 
before the Senate Standing Committee on Banking and Commerce, 
6th session, 17th Parliament, 1935). 


** (1889) 6 Reports of Patent Cases 243. 
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E.2.3.3 Importance of Knowhow 


The adequacy of patent disclosures has received considerable 
attention in the US in the course of efforts at law reform there. 
In 1958, Machlup could state (Study No 15 p 32): 


" .. patent monopolies are often granted in exchange for 
incomplete disclosure ... 


"Corwin Edwards for example writes: 


'... SO commonplace has’ inadequate disclosure 
become that the unpatented secret knowledge which 
is necessary to use a patent is colloquially called 
the knowhow and is generally regarded as property 
distinct from the patent to which it applies'." 


This reference does not necessarily mean that such patents are 
invalid by reason of failure to make a complete disclosure. The 
disclosure may meet the requirements of the patent law. But the 
patentee may also know that a certain supplier of raw materials 
allows contaminants to creep in at times; or that timely and re- 
liable service can be expected from others. He may have learned 
that at high production speeds special oils should be used as 
lubricants, or through production experience he may have developed 
useful jigs and handling procedures which significantly reduce 
production costs. 


All these examples relate to the efficient commercialization of an 
invention. The knowhow involved need not be disclosed in the 
patent document, and any patent granted without disclosure of such 
information is not, under the present law, by that reason alone, 
invalid. It should not, therefore, be presumed that patent dis- 
closures can realistically constitute an adequate vehicle for 
effecting the transfer of knowhow. 


The realization that competitive exploitation of the new techno- 
logy associated with inventions often requires extensive knowhow 
(in addition to the normal disclosure of a patent specification) 
has led to attempts to build into national patent laws the re- 
quirement that such knowhow be disclosed as well. 


The original version of the US Senate Bill S-2504, (introduced © 


(October 1, 1973) contained a provision (s 1L12(b)) requiring jt 


patentee to upgrade his disclosure at the time of allowance, sup- © 
plementing it with information respecting the "best mode or modes 


then available" regarding use of the invention. This was a down- 
graded version Of provisions “in ‘an “earlier bill” S132) “toe 
passed) which required that (s 112(a)): 


"The specification shall further include as a_ separate 
portion thereof, designated as such, a description of 
the best modes known or contemplated by the inventor and 
applicant of making, using, and commercially working the 
Subject matter sought to be patented, together with all 
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the knowhow known to the inventor and applicant neces- 
Sary or commercially requisite to make use, and work the 
same", 


An example of one response submitted to the senate with respect to 
this earlier proposal (Senate Hearings, 11, 12 and 14, September 
1973, p 619) is suggestive of the real importance of technical 
knowhow: 


"This requirement evidently contemplates full disclosure 
of knowhow constituting valuable trade secrets. We have 
no doubt that many, if not most, applicants who are con- 
fronted with this costly--and perhaps competitively dis- 
astrous--possibility would choose secrecy rather than 
exposure. That is to say the patentable invention would 
not be patented but treated as a trade secret with a 
further restriction on use of the patent system and, of 
course, a corresponding reduction in public disclosure 
of new technology. Adoption of the requirements of this 
section, in conjunction with certain other provisions of 
S-1321 with which this statement is concerned, would 
tend, in our judgment, substantially to destroy the 
patent system as we have known it. We strongly oppose 
any such disclosure requirement". 


This statement would appear to Suggest that the retention of know- 
how is more important than obtaining patent rights. 


In a survey sponsored by the Patent, Trademark and Copyright 
Institute of George Washington University, as part of the "Patent 
Utilization Study", 600 patentees were canvassed for their views 
on the importance of knowhow. In answer to the question: 


"If the sampled patent is or was used in production)’ Zs 
or was 'knowhow' an essential element in that produc- 
tion", 


about one half of the patents were reported to require knowhow for 
practical application of the invention.* 


The importance of knowhow has become increasingly recognized, to 
such an extent that the following observation has been made in the 
US in the Journal of the Patent Office Society (a long-standing ~ 
and well-established forum for expression of opinion on the patent 
System by patent practitioners): 


"The inclusion of patents in the grant... (of knowhow 
licences) has been much less important to both parties 
than the unpatented, secret technology. The patented 


s  (8.8.*Saunders,* J. Rossman and 1.7. Harrie) )CAte inde: oF 
Assignees Toward Patented Inventions," IDEA, December L958" pp 
463-504). 
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technology is mentioned (generally in the form Cftaxt last 
of patents attached to the license) as a kind of make- 


welght.: 


The British experience appears to be similar. In a preliminary 
review of the results of the University of Cambridge research 
project leading to the report, "The Economic Impact of the Patent 
System", one of the authors, C.T. Taylor, reported that the re- 
searchers were repeatedly told (Journal of the Chartered Institute 
of PatenttAgents; April; 419737 p: 302): 


"the essential subject matter of licence agreements is 
almost invariably knowhow or other unpatented technical 
information; by comparison, patents are normally a 
minor adjunct to agreements, useful in mapping out’ the 
territory and giving a legal title to the information 
being exchanged, but seldom containing the essential 
information for working a new technique or process". 


In this artiele CsTs Tayiorvindicates thathover twoithirvdsiot — tie 
companies in the sample reported that most, or all of their patent 
licence agreements contained knowhow provisions. Most companies 
emphasized the knowhow content of agreements. A frequent response 
was: 


"Although patents in themselves rarely contain the bulk 
of the essential information required for the effective 
operation of a new technique or a new plant, they do 
facilitate the transfer of such information through 
dicensing... » \(CIPA Journalep 305) 


Whether the patent system should be maintained as a convenience to 
facilitate the execution of knowhow agreements is a question which 
will be considered subsequently. 


This viewpoint, that patent disclosures are not equivalent to all 
the knowledge necessary to exploit an invention commercially, was 
confirmed in the final version of the Cambridge Report. The 
Fepone states. (p 795): 


"..e, it happens quite frequently that technical infor- 
mation which is essential to the most efficient opera- 
tion of an invention on a large industrial scale is not 
divulged in a patent specification. This may be because 
the specification is drafted so as to avoid disclosing a 
vital piece of knowledge, or it may reflect the fact 
that the information is not known when the time for 
putting the specification into order is reached. ibe 
other cases the information is simply too cumbersome to 
put into a specification, as, for instance, when the 


* (J.D. Becker, "Licencing in the Chemical ERdUStEyy, SoomPoounhal 


of the Patent Office Society 759, at 769). 
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details of a process vary greatly with the local con- 
ditions under which it operates, the purpose for which 
tO as Sey ne cCe. 


E.2.3.4 Real Function of the Disclosure: 


The UNCTAD report reviews, as well, the nature of the disclosure 
usually associated with patents (pp 100-102). In its review of 
references, this report cites one opinion on the modern function 
of the disclosure as follows (p 101): 

".e.- its purpose is no longer to allow the exploitation 
of an invention by others or, as the economists say, to 
permit its imitation. Rather, today, it is the primary 
function of disclosure to supply the general public with 
a complete and exact survey of the most recent state of 
technological development, to provide the necessary 
information for continuing developments on the basis of 
the patented invention, and to direct those interested 
in the exploitation of an invention to the relevant 
source of technology". 


(quoting F.K. Beir, "Future Problems of Patent Law" in 
International Review of Industrial Property and 
Vey aw, ‘Vols, NO. 4))49012, p 448) 


The» report then concludes (p 102): 


“3096. Lt 12S Ciéar that, even “at the level ° described 
above, the disclosure contained in the patent documenta- 
tion systems provides a tool for research and develop- 
ment and for the evaluation of new technologies, and 
valuable experience for the enterprises and government 
officials of the countries concerned, provided that 
access to such documentation can be facilitated. 


"JL. tote os also. Clear that in), the. large “mrumber ar 
cases in which necessary manufacturing knowhow is not 
disclosed by patents, effective transfer of technology 
can take place only with the voluntary cooperation of 
the patentee. This obviously diminishes the effective- 
ness of compulsory licensing as a means of encouraging 
use in production of patented inventions in the country 
granting the patent..." 


E.2.3.5 Conclusion on Patent Disclosures 


From the foregoing discussion it appears that, as an instrument 
for conveying all of the relevant information necessary to exploit 
an invention efficiently on a commercial scale, the classic patent 
disclosure is inadequate. This is not to say that the patent dis- 
closure is useless or serves no function at all. Rather, patent 
disclosures should be understood as less than a complete basis for 
effecting an efficient transfer of technology. 


While it may be fair to argue that the patent system does to some 
degree provide an effective incentive for the disclosure of new 
inventions, any cost-benefit analysis of the patent system should 
not stop at that point. 


E.3 Worth of the Patent System As an Incentive to Innovation 


If the patent system has but a very modest overall effect as an 
incentive to encourage research, and if the disclosure obtained 
from applicants through the patent system is, though useful, 
incomplete, then the question arises whether encouragement of 
research and disclosure alone is sufficient to support the exist- 
ence of a patent system. As indicated earlier, provision could be 
made through a modified inventor's certificate system to provide 
some degree of incentive to research and disclosure, without 
resort to a system of granting private patent monopolies. It is, 
however, the completion of the innovation stage in the marketing 
of new products which is the ultimate object of traditional patent 
policy.* It is therefore essential that this stage be examined 
carefully in order to understand the relevance and worth of the 
patent system in relation to it. 


E.3.1 ROle of Patents in Supporting Innovation 


There are risks inherent in the development of new technology 
which distinguish the process of innovation from normal competi- 
tive marketing. 


The main element which places the innovation exercise in a special 
category, apart from 'normal' competitive production activities, 
is the presence of the factor of uncertainty. Ordinary competi- 
tive marketing is never a trouble-free exercise, but innovative 
marketing has special characteristics of its own. 


The entrepreneurial path to developing and marketing a new product 
is an inherently risky one. With a new and untried product or 
process there is inevitable waste and expense before a final  suc- 
cessful commercial operation is established. In pursuing the 
innovation process no one can forsee the numerous types of pro- 
blems that may arise in adapting a new invention to a mass. pro- 
duction system. 


Beoelel tracitionaL View 


The traditional view of the r6le of the patent system has been to 
justify it, to some extent, in terms of neutralizing or cancelling 
some of the elements of uncertainty which bias persons against 
pursuit of the innovation exercise. As the Economic Council 
pointed out in its report, the patent system (p 46): 


* cf Economic Council"s report, jet eimbe Moccia ts pee PS 
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".,.. is one of a variety of incentive devices used by 
governments to correct the situation in sectors of the 
economy where there is judged to be a tendency toward 
undercommitment of resources to knowledge production and 
innovation." 


The patent system does not guarantee the success of a new product 
or process development. The risks of unforseen expenses and pos- 
Sibly failure will always be present. But the exclusivity 
afforded by the patent right does remove one factor of uncertainty 
from the entrepreneur's calculations -- the possibility of being 
subject to ruthless and destructive competition at a stage before 
development costs have been recovered. In the wording of Scherer 
(as quoted by the Economic Council at p 75): 


"The security of good patent protection makes up for the 
lack of security regarding those other factors upon 
which the company's day-to-day business success is 
based." 


A key issue, therefore, is whether the removal of these elements 
through grant of a patent monopoly is likely to advance the 
prospects for the pursuit of the innovation process. 


E.3.1.2 The Comparative Test 


In analyzing the extent to which patents encourage innovation, 
care must be taken to distinguish whether it is the patent right 
which leads to the introduction of new products; or whether it is 
the pressures of competition which force industry to develop 
improvements and search for new products. Competition may, of 
itself, be a major incentive for industrialists to innovate. The 
same test can be applied in evaluating the patent right as an 
incentive or instrument to support innovation as proposed earlier 
(supra p 29) with respect to research leading to invention: 


"Do patents induce persons to proceed into areas’ that 
they would not otherwise have entered?" 


The test, with respect to the encouragement of innovation, is 
slightly different from that posed with respect to research. 


Research necessarily proceeds in the dark, without any certainty 
of success or of the type of invention and patent rights that may 
be obtained. The exercise, when applied to innovation, proceeds 
on the basis of an ascertained invention and a reasonably predict- 
able patent right.* But does the existence or prospect of a 
reasonably predictable right actually lead to greater innovation 
than would otherwise occur in its absence? 


* (The patent right is not absolutely '‘'certain' because the 
application for grant may not yet have been approved. Even 
once granted the patent might still be revoked if subsequently 
found invalid). 
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E.3.1.3 Inherent Advantage of First Innovators 


In reviewing the relevance of patents to the innovation process, 
the Senate committee observed (vol 2, p 556): 


"Industry's purpose in funding R & D activities is to 
produce successful innovations and so gain benefits in 
the market place. The mere fact of being the first to 
introduce a new product or process gives a firm a cer- 
tain lead time in which it can enjoy a profitable posi- 
tion on the market." 


in anvarticles by wmereCc? Wlaylor (one, Offs athepucoauthouss mot aacne 
Cambridge Report), reproduced in the April 1973 edition of the 
CIPA Journal, the following observation is quoted (p 303): 


"Tt is well known ... that lead-time on the more complex 
types of electronic capital goods is sufficiently long 
to provide a useful margin of market security for inno- 
vVating firms in this: field." ) (Citingsc.) Erechanj. ea. hee 
search and Development in Electronic Capital Goods", 
National Institute Economic Review number 34, November 
196.5, page sos). 


This opinion is reiterated in the Cambridge text itself as follows 
(ogee 


"Where technology is moving rapidly and the life of new 
products or processes is short, the "head-start" obtain- 
able by the inventor through these factors (retooling, 
modification of plant and equipment, etc) may be quite 
adequate to deter copyists, and patent protection may 
become a minor consideration - especially where indus- 
trial application of the invention is a relatively com- 
plicated matter". 


These references suggest there is an inherent monopoly power 
available to an innovator for a limited period of time in any 
event, at least in the case of highly technical industries which 
are difficult to enter. 


The inherent advantage accruing to the first innovator who intro- 
duces a new product into the marketplace may also be more signifi- 
cant today than it has been in the past. The relative barrier for 
competitors to enter the market will be higher in today's modern 
high-technology industries than previously existed in the earlier 
stages of industrialization when the technological content in 
manufactured articles was lower. Further, while a need for an 
extended pay-off period to enable an innovator to recover the 
once~and-for-all costs of innovation may once have existed, in the 
context of our modern mass-production and rapid-distribution 
economy, the necessary cost-recovery period for many modern inno- 
vations has been considerably shortened. To the extent that any 
inherent lead-time exceeds the pay-off period necessary to support 


industrial innovation, the introduction of a patent right would be 
redundant. 
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It is understandable that once a company has become established as 
the sole supplier in a market for a new product and is capable of 
maintaining production at competitive prices, many potential com- 
petitors may be reluctant to invest in the resources necessary to 
engage in competition. Therefore, for large-scale innovations, a 
degree of inherent protection already exists. If there is an in- 
herent barrier for competitors to enter the market immediately in 
respect of large-scale innovations, then, applying the comparative 
or 'but for' test, the patent right appears to have relatively 
less importance as an incentive device. 


The same thing cannot, however, be said about 'easy' innovations. 
In the case of new products or processes which can easily be 
introduced into the market with only a modest investment, very 
little inherent protection will exist. But the argument that 
there is a need for protection in order to recover high investment 
costs will also not be as strong in such cases. 


E.3.1.4 Arguments Based on Need for Protection 


Patent proponents argue for the indispensability of providing 
industry with incentive to innovate. Some even predict the 
collapse of industrial innovation in the absence of patent Eights. 


The Firestone Report quotes an executive of one of the major firms 
included in the in-depth interview survey as follows (footnote 31, 
pr2lps 


"If the patent system in Canada were weakened, the 
future of the Canadian economy would be endangered. 
American capital, instead of coming to Canada, would be 
invested in the United States and finished goods would 
be imported into Canada in increasing quantities. Not 
only would this mean a loss of jobs for Canadians, but 
it would further weaken Canada's precarious balance of 
Payments fe. <4. 


These arguments may appear sound. On the other hand, they may 
reflect a desire to maintain the system rather than evidence that 
such a system is actually essential. 


Businessmen may like to have patents available, because once they 
have a patent which covers their product line, hevcaisk Laikedyva to 
fend off or deflect competitors, contributes a reassuring sense of 
security and does in fact provide some degree of protection. i 
is understandable that businessmen may support an instrument which 
may tend to reduce potentially disruptive factors. But) such °a 
preference does not establish that the patent system is indispens- 
able to support decisions to attempt to innovate, or even that Lt 
will have any substantive effect on such decisions. 


Mesels Dd Uncertainty of the Patent Right 


The patent right, from the viewpoint of a businessman faced with a 
decision of whether to proceed into a new venture, must be dis- 
counted as an asset for guaranteeing success in the future. 
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Evaluated at the moment that the entrepreneurial decision to 
pursue a new venture is made, a patent cannot even quakhifyiivasiy'a 
guaranteed protection against competition. 


Any realistic patent lawyer will admit that virtually every patent 
granted, if pressed, is a ticket to litigation. If the patent 1s 
worth something, it is also worth opposing. Therefore when in- 
fringement occurs, compromise is the rule, rather than the excep- 
tion. A patent is not an absolute guarantee of exclusivity. 


An authoritative British author in the field of patents, 
T.A. Blanco-White, comments on the relative ineffectiveness of 
patents as follows ("Patents for Inventions", 3rd Edition, 1962, 


pp 7-8): 


"In relation to major inventions it works well enough 
as a system for collecting and disseminating technical 
information, but as a system for encouraging the making 
and commercial use of inventions it is defective, and 
tends even to degenerate into a game of bluff, part of 
business politics rather than productive industry." 


Any analysis of the patent system on the basis of its incentive 
value to innovation presumes that the monopoly power conferred 
will be considered valuable and that businessmen will weigh the 
potential monopoly power of a patent right when making business 
decisions. These arguments overlook another feature of the patent 
right -- its complexity. How many businessmen are prepared to 
rely on or give much credence to something they know they do not 
clearly understand? Even the most dramatic invention, when 
reduced to the jargon of the claimed monopoly becomes so hedged 
with qualifications as to be unreadable, except by experts. 


Apart from potential competition, there are other important 
factors that will dominate the decisions of businessmen when 
deciding whether to risk investment in a new activity. 


Pursuing the point of view of the sceptical businessman, the 
patent right might be likened to a coupon offered in a coffee jar 
at the supermarket. The coupon is a gratuitous bonus that one 
gets in purchasing coffee. It's something nice to have but if you 
didn't intend to buy coffee in the first place, then the prospect 
of finding a coupon under the lid isn't likely to induce a pur- 
chase. 


To perfect the analogy, one would have to imagine a system by 
which a merchandiser includes a lottery ticket as the bonus ele- 
ment associated with the purchase of the brand or product being 
touted. Due to its litigious nature, the patent right bears many 
of the characteristics of a lottery ticket. Taking into consider- 
ation the uncertainties associated with acquiring a patent, the 
uncertainties of locating infringers, the uncertainties of liti- 
gation, and the inherent potential invalidity of patents, can we 
reasonably expect that the prospect of receiving such a_ lottery 
ticket is a significant incentive to inspire investment in devel- 
opment of any major innovation? 
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One of the businessmen canvassed by the Canadian Manufacturers' 
Association for the purpose of CMA's submission to the Economic 
Council is quoted in their submission as follows (CMC submission 
Appendix D, p 32): 


"Our company is licensed under three Canadian patents 
and have started litigation against a competitor. This 
action was started about three years ago and we are not 
in court yet. If we had to depend on patents for our 
economic survival, we would have been bankrupted while a 
competitor secured the business. In the United States a 
firm was started up, made a fortune, and sold out before 
they could be prosecuted on patent infringement. My 
point is that patents do not provide immediate protec- 
tion nor are they very respected by industry." 


In judging the patent system on the basis of its incentive value 
to innovation any assumption that businessmen trust patents to be 
reliable and valid ignores the complex and litigious nature of 
patents. Scherer, in "Patents and the Corporation"*, summarizes 
his conclusions on the incentive value of patents as _ follows 
(op 150)4 


"The value of a patent as a stimulus to technical in- 
vestment in large and well-established corporations is 
similar to their value to the independent inventor or to 
the small and struggling firm. As long as other factors 
such as distribution channels, relative costs of produc- 
tion, brand preference, and engineering knowhow are well 
established, patents are relegated to an unimportant 
niche in the decision-making process. But when 
corporations contemplate moving into areas where they 
have very little experience or market following, where 
they must in effect begin all over again just as_ the 
small company must begin, then patents can become an 
important factor. The security of good patent protec 
tion makes up for the lack of security regarding these 
other factors upon which the company's day-to-day 
business success is based". 


This latter conclusion proceeds on the basis of "the security of 
good patent protection". By definition, such protection would be 
significant. But the incidence of "good proteétion™ iis-ae further 
factor to be considered in evaluating the worth of patents as an 
incentive to innovation. 


Where does the truth of the purported value of patent right, as an 
incentive to innovation, therefore, lie? 


* Published by 'Patents and the Corporation! Bedford, Mass, 1959. 
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E.3.106» Survey Results 


The three surveys reviewed earlier in this paper, the Cambridge 
report, the Firestone survey and the work of Andrew H. Wilson for 
the Science Council, have explored this question. The results of 
these surveys, while not conclusive, indicate the direction in 
which further research might lead. The Cambridge study concluded 
(Dp 346); 


"... the impact on the rate and.direction of . inventive 
and innovative activity undertaken by industry is ex- 
tremely small in all areas (except the 'secondary' -- 
nonbasic -- chemical industries)." (quoted supra p 35). 


The Firestone survey contains a tabulation based on the response 
to questionnaires mailed out (p 110). In answer to the question 
as to what extent the patent system was a factor in the decision 
to work the invention in Canada, the results for the three: jyears 
surveyed (1957, 1960 and 1963) were as follows: 


Significance of Canadian Patents 
For Inventions Worked in Canada 


(Number) (3) 
Little or no significance 1073 40.9 
Fair significance 1208 46.0 
Major significance 344 EC Hey | 
Total 2625 100.0 


Similar figures based on the same data were set out in the report 
of the Economic Council in Table 4-7 (p 76). 


Firestone interpreted the results of his survey on this aspect in 
the following manner (pp 320-1): 


"7. In the light of the changing industrial structure, 
speedy technological progress and modern industrial 
organization, including the growing importance of multi- 
national corporations, two of the great expectations 
that the patent system would encourage the independent 
inventor and facilitate industrial growth, do not appear 
to have been fully met. At the same time, some of the 
disadvantages of the system have become more pronounced, 
reducing competition in the domestic market, limiting 
exports of certain articles and facilitating increased 
foreign control of Canadian industry. 


"8. This is not to deny that with all its shortcomings, 
the Canadian patent system still performs some useful 
functions, including the effect of public disclosure of 
technical progress, the encouragement to undertake addi- 
tional R & D work in Canada, the manufacture in this 
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country of some patented articles that otherwise might 

be imported, and the development of new specialized 

) industries in certain areas." 

) 

Andrew H. Wilson, the author of the Science Council study no. 11 
"Background to Invention", as indicated in the passage quoted 
earlier (supra p 38), states that patents (p 39): 


"... may play a larger part in the initiation of devel- 
opment work". 


But the same author also states (p 41): 


"No clear, unequivocal, or statistically supported case 
couched in terms of past, present, or future economic or 
industrial growth can be made from the material in this 
report ... (but) the industry representatives recom- 
mended that the system be retained". 


This last observation, referring to "no clear, unequiyocal, or 
statistically supported case" is reminiscent of the conclusion 
mnacluded by Fritz Machlup in his Study No: 15 forthe ,US Senate. 
The Ilsley Commission itself adopted this same conclusion, quoting 
Machlup as follows (p 15): 


"If we did not have a patent system it would be impos- 
Sible, on the basis of our present knowledge of its 
economic consequences, to recommend instituting one. 
But since we have had a patent system for a long time, 
it would be irresponsible, on the basis of our present 
knowledge, to recommend abolishing it." 


It is a sad comment on the nature of our understanding of the 
patent system that it may still be necessary to rely on this 
argument in order to support the system's continued maintenance. 


m2o3.167 Other Considerations 


The foregoing analysis concluded with the passage from the report 
of the Ilsley Commission quoting the conclusion of Machlup on the 
basis for maintaining the patent system. However, this excerpt 
does not complete the quotation as originally set forth in the 
Senate study. 


In fact, Machlup in his study for the US_ Senate Subcommittee 
further qualified his conclusions by the following observation 
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"This last statement refers to a country such as_ the 
United States of America -- not to a small country and 
not a predominantly nonindustrial country, where a dif- 
ferent weight of argument might well suggest another 
conciusion. ” 


Canada may well qualify as that "small country" to which this re- 
servation was intended to apply. 


More explicitly, the Cambridge Report, in commenting on the 
results of the Firestone survey as reflecting on the worth of 
maintaining a patent system, specifically singled out Canada as a 
case where the patent system may not be of the same relevance as 
in a fully industrialized country. The report concludes that 


(pace) 


"... (in Canada) some 94 per cent of patents are issued 
to foreigners, reflecting the dominant position of 
American-originating technology in Canadian industry. 
In this respect, Canada finds itself more in the posi- 
tion of a less-developed economy tending to import tech- 
nology than of a highly industrialized economy like the 
UK, where 30 per cent of patents originate domestically. 
It is therefore very understandable that the patent 
system should be found on balance to operate against the 
interests of the Canadian economy -- tending to reduce 
competition, limit manufactured exports and facilitate 
foreign control of Canadian <indWstry7l while’ offering 
relatively little compensation in terms of faster 
technological progress". 


This warning on the special nature of the Canadian situation is 
also found in the article by one of thecauthors;"°C.T. sTaylior tes 
"The Economic Impact of the Patent System", (April 1973, CIPA 
Journal-addendum). 


These observations, based on viewing the patent system in its con- 
text in relation to the realities of the world as a whole’ suggest 
that Canada's relationship to the world patent system requires 
further careful consideration. 


F. Canada's Membership in the International Patent System 


rl Foreign Controlof Patents in Canada 


The Economic Council in its report set out statistics on Canadian 
patents issued over the years 1950, 1955 and 1960-69 (report, 
table 4-3, p 54). These figures show that the percentage of Can- 
adian patents based on inventions of residents of Canada ranged 
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from 4.6% to 7.7%. Similar figures were cited in the report of 
the Ilsley Commission (p 14). The degree of participation of 
Canadian inventors in the Canadian patent system remains essen- 
tially the same today. 


The Economic Council, on the basis of these figures and comparing 
them with similar statistics in other countries, was impressed 
with the fact that the Canadian patent system attracts "a propor- 
tionally heavier use (by foreigners) than foreigners make of any 
other patent system in the world" (p 54). 


It should not be surprising, however, that many more patents are 
issued in Canada based on inventions by foreigners than by nation- 
als. This feature is a consequence of the basic principle of the 
Paris Convention on Industrial Property to which Canada adheres. 
ertacie 2 of, this convention | requires that all member countries 
within the cOnvention will “retrain” from” treating foreigners 
differentiy.from-nationals. Foreigners are. —juaranteed™ "national 
treatment'. This abstract equality, however, leads to domitance..by 
foreigners in any local patent system. 


It is typical of the patent systems of most all of the countries 
of the western world for foreign participation to exceed partici- 
pation by nationals. Table 4 sets out statistics for 1973, based 
on information collected by the World Intellectual Property Organ- 
ization (WIPO). Among market-economy countries, only the United 
States and Japan now have more than half of their patents issuing 
to nationals. The future will, however, reduce these figures. 
Theoretically, if all the world were to reach a stage of equiva- 
lent technological development, and if all people were equally 
inventive and patent-conscious, then national participation in 
local patent systems would be in proportion to the ratio of 
national-to-world population. 


Still, the statistics for Canada suggest that Canada's situation, 
under present circumstances, is extreme. Canada is for foreigners 
an—important..market...in»whi-chte..obtain patents bécat 'sé"cCanada™” Has 
both the..foreign exchange and the. _appetite to,,qualify it.as.@ sub- 
stantial..consumer., fey advanced ‘technology. Canadian... industry-p"as- 
well, is sufficiently advancoea“te: fepresent.both.a threat to ex- 
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clusive world exploitation.of.new.....inventions....and....a. substantial 
marketerfor..the ,sale. of .knowhow.... It eis therefore understandable 
that a large number of foreigners should seek to “obtain” patent 
rights — in en en 
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Table 4 


FOREIGN VERSUS NATIONAL PARTICIPATION IN VARIOUS 
NATIONAL PATENT SYSTEMS 


(Percent to 


(Country) (No. Patents) Nationals*) 
1. Japan | lip peeis je 
2. United States 74,139 | 69.25 
3. Germany - F.R. 23,934 5 46.8 
4. France 27,939 4 Boalt 
5. Switzerland 13,680 © 28.9 
6. United Kingdom 39,844 } PENS 
te) Mopaan 6,802 Palas 3. 
Sa Austria Tp POS Eos 
9. Belgium MD 7633.7 Ja8 
10. Australia 11,670 4 6.5 
11. Canada 21,246 \§ Sad 


(Source: WIPO doc IP/STAT/1973/1 December 1, 1974). 


*includes nationals and/or residents. 


From table 5, which shows the major patent filings made by nation- 
als of several of the most industrialized countries of the western 
world, Canada's relative importance can be measured. The relative 
number of filings is limited of course by the factors of relative 
size of market, convenience of market exploitation, language bar- 
riers, and the costs and convenience of filing, but considering 
these factors, Canada is well up on ‘the. list of “places torr lew tom 
patent rights. It is understandable that due to the proximity of 


markets, filings in Canada by Americans should dominate those of 
other countries. 
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Table 5 


MMajor Foreign Patent Filings for United States (US), Federal 
Republic of Germany (FGR), United Kingdom (UK) and Japan-~-1973 


- Originating in - 


USA FGR UK Japan 
= Piled.an.- 
1. Canada 16,234 France ByoLZ USA 4,914 USA oe, 205 
zB. UK LIPF2U6 USA 8,603 FGR S10 FGR 4,962 
Se. Japan 12,828 UK igo wie France 3,049 UK 4,289 
o. F£GR 11,794 Japan 5,594 Japan 2,508 France 3,071 


oe Erance. 9,991 Switzerland 4,500 Canada 1,835 Canada 1,925 


Canada Zi eu8 
CLOLH).* 


* The number of foreign applications filed are in ranked order of 
magnitude. 


(Source: WIPO doc IP/STAT/1973/1 December, 1974). 


Belei Costs.of Foreign: Participation 


The extent to which foreign-based applicants secure patents in 
Canada is a measure of the cost to Canada of maintaining its 
membership in the international patent system. The Economic 
Council in its report concluded (p 49) that: 


"Tt is in Canadas national) interest to ensure%,that 
payments made to foreigners for the use of their 
patented ideas are no larger than the benefits received 
by Canadians, os". 


The council also showed considerable anxiety (p 81) that Canada 
may, by granting rights to foreigners, be bearing more than _ her 
fair share of costs under the patent system. A rough measure of 
these costs may be obtained through figures available from 
Statistics,Cdadnada. 


The 1972 CALURA returns (Corporation and Labour Unions’ Returns 
Act, Statistics Canada Cat. 61-210) list the various types of pay- 
ments to nonresidents of Canada by Canadian industry. Extracts of 
information relating to royalty-type payments to nonresidents for 
patent, industrial design and trademark rights are set out in 
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table 6 of this paper. By way of comparison, according to the 
CALURA returns, copyright and other unspecified categories of@ 
royalty payments accounted for an additional $83.4 million of 
payments to nonresidents in 1972. 


Table 6 


Major Royalty Payments to Nonresidents for Various Industrial 
Divisions--1972 - for Use of Industrial Property 


ee a Uyat IE EEE Ngan EI DSSSSnRS SSRIS! 


Type of United States Other Foreign 
Payment Foreign Total 


($ millions) 


Patent svODRsanvVeENntron «cBindes ss Oeaae  2oul Beg 29.6 
THAUBE GL aly AESLOMS. .:0s a cies cise 6 aia eee 2.4 4953 
Trademarks and tradenameS ..-.ccecoe 9.7 4.0 a3 ey 

92.6 


(Copyright and other unspecified categories of royalty payments 
accounted for an additional $83.4 million) 


(Source: CALURA Report for 1972, Statistics Canada Catalogue 
61-210 annual, table 17. 


In 1972, Statistics Canada analyzed: (as part of .its  revlewsyon 
Canada's balance of payments) payments to nonresidents under 
international licensing agreements covering technological knowhow 
for the production of goods and services. ("Quarterly Estimates 
of the Canadian Balance of International Payments, third quarter, 
1973") SG cats 67-001 quarterly; pp«al6-20).. Six,sthovusandyelixrme 
were canvassed and a 90% response was obtained. Of those firms 
responding, 760 reported 3,417 agreements covering licensing of 
technology then in force. 


The total payments to nonresidents on account of royalties under 
such™technological knowhow agreements, including payments for 
patents and patent licences, was$b18.... million. This figure is 
considerably in excess of the $29.6 million figure reported under 
the CALURA returns for 1972 as having been paid as patent 
royalties. The contrast between these two figures clearly 
reflects the extéfi't’to~which nonpatentedknowhowis=--substantially 
more important in-the.use of advanced... aa INL LY lye 
the extent to which, the transfer ‘of _technology... —taking place 
independently of patents’ ry ieee 
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Apart from reporting on payments to nonresidents under the heading 
of patent royalties, the CALURA returns for 1972 also include the 
fees lowing figures on research expenditures: 


Payments to nonresidents for: $ Millions 
Scientific Research 2 ee 
Product and Process Development Research ger 


The total for royalties under patents plus the above research pay- 
ments, $106.9 million, correspond fairly well to the total of $118 
million obtained by Statistics Canada on its technology-licensing 
survey. These figures again suggest that a substantial portion of 
Canada's international trade in technology is not patent-related. 


Whatever the actual source of the final composite figure of $118 
million for payment to nonresidents on account of use of knowhow, 
it is clear that patents, and rights licensed under them, do not 
play as dominant a réle in accounting for the costs to Canada of 
acquiring technology as may previously have been thought. 


But accepting that the total payments to foreigners attributable 
to the patents are limited to the patent royalties reported in the 
CALURA returns ($29.6 million), this is not a complete measure of 
the extent to which foreigners benefit under the Canada patent 
system. Many royalty payments made within Canada will be paid to 
foreign-owned subsidiaries. Some of this money then passes out of 
Canada under various designations other than patent royalties. 
Some may remain as further investments in Canadian industry, which 
however, will be equitably owned by foreigners. 


Foreign patentees will recover a portion of the benefit of holding 
Canadian patent rights in the ‘royalty component' of patented 
goods sold in Canada. Whether through actual royalties paid by 
licensees outside of Canada for the privilege of importing, or by 
way of monopoly profit on goods sold directly by the patentees, 
these additional costs to Canadians must be included in evaluating 
the costs of foreign participation in the Canadian patent system. 


These are costs paid directly by Canadians as consumers of foreign 
imported products. There are also costs which are related to the 
structure and efficiency of Canadian industry. 


Every patent issued presumably represents some advance or improve- - 
ment in technology. Each patent gives its owner the potential to 
influence the extent to which Canadian manufacturers adopt the 
latest technology. Such patents may also be used to prevent not 
only Canadian consumers but also Canadian industry from shopping 
among various foreign sources for parts or components based on the 
patented invention that may improve the saleability of Canadian 
products. These are the basic rights essential to the character of 
the patent system that accrue to the patentee. 


The owner of such patent rights may of course lift these prohibi- 
tions upon settlement of appropriate licence terms and may even be 
prepared to do so willingly in a large number of cases. Further, 
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compulsory licensing provisions offer an alternative to- voluntary j 
licences. But compulsory licence proceedings are litigeous and 
uncertain. Further, a compulsory licence without access to 
related knowhow may be insufficient. Therefore, even in its 
qualified form, the patent right allows the owner a significant 
power to limit or influence the exploitation or adoption of new 
technology by industry in Canada. 


Because of Canada's membership in the international patent system, 
in 95% of all cases Canadian patent’; rights are granted on the 
basis of inventions by foreigners. Therefore the Canadian patent 
system has the effect in the case of an overwhelming number of 
patented inventions of subjecting the adoption of new technology 
by Canadian industry to the discretionary influence of foreigners, 


The relevance of this analysis is that control over the applica- 
tion in Canada of new, patent-related technology is, through the 
Canadian patent system, largely vested in foreigners. Statistics 
presented by “the Economic \Council. in its (report (table .4=4, “> (63) 
based on the results of the Firestone survey indicated that of the 
inventions patented in Canada which are being worked somewhere in 
the world, in two cases out of three production is taking place 
outside of Canada. If these patents represent the most recent 
advances in new technology, then industrial workers and engineers 
outside Canada are obtaining the benefits of immediate exposure to 
the applications of new techniques notwithstanding the existence 
of compulsory licence provisions within the Canadian Patent Act. 


This means that foreign industries and workers are, in the greater 
portion of cases, learning to apply new technology first. Not 
only does this mean that such foreign industries will be directly 
benefiting from the exploitation of new technology, but further, 
such industries will be in a better position to develop even newer 
more advanced technology ahead of Canadian industry. 


While it may be unfair to describe the present world situation 

with respect to the exploitation of technology as one in which the 
"rich get richer and the poor get poorer", it may be possible that 
ne nature of technology is such that the rich are getting richer 
aster. 


In view of the foregoing, careful consideration should be given in 
restructuring the Canadian law to accommodate the presence of 
foreigners in the Canadian patent system in a manner which will 
best serve Canada's national interests. In establishing that 
accommodation under Canadian law, the relevance of Canadian patent 
rights to foreigners as an incentive instrument should be care- 
fully considered. 


F.2 Relevance of Canadian Patent Rights to Foreigners 


The Economic Council voiced the opinion (p 84) that Canada ought 
to pay its fair share of the costs of developing world-wide inven- 
tion and innovation. This is essentially an ethical conclusion 
and as such the issue is not a matter reserved to the domain of 
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granting of patent rights to foreigners, make a contribution 
toward world research directed to producing inventions. Whether 
we do so is a matter for parliament to decide. Whether we should 
do so through the mechanism of granting private monopoly rights to 
foreigners does, however, introduce separate considerations of a 
clearly economic character. 


- Canada is free to decide if it should, through the 


There is an essential difference between considering the patent 
right as an ‘incentive’ or treating it as a 'reward'. To justify 
the granting of patent rights to foreigners based on the theory of 
an incentive, some change in performance or activity of benefit to 
Canada due to the grant would have to be shown. As a reward, such 
rights may be considered as a form of ex gratia payment. While the 
Canadian patent system may not Operate aS an incentive for 
foreigners to carry out research, to disclose or to innovate, 7 i 
Pould ‘still «be serving to;provide a rewards Butts iti willl ido 50 
only at the cost of importing all the disadvantages associated 
with monopoly rights. 
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Can it be said that the existence of the Canadian market as a 
potential territory for exclusive patent rights serves aS an in- 
centive to Canada's foreign applicants to carry out research or 
disclose inventions? In view of the relatively small size of the 
Canadian market, it is not very likely. As Edith Penrose states 
in her book "The Economics of the International Patent System" 
fo 113): 

" >. A single country would not in general be justified 
in assuming that merely because it granted patents on 
inventions developed in other countries, the effect 
would be such an appreciable stimulation of invention 
and innovation in foreign industries that imported goods 
would be cheaper or better than they otherwise would 
have been. The incentive effect on foreign industry of 
a monopoly in one additional market would usually be 
negligible. Hence, purely from the standpoint of its 
own economic benefit, a single country could conclude 
Hhat at had nothing to, gain and much to lose by 
including foreign inventions within the protection of 
its patent law, providing that the direct gain from 
granting foreign patents was the only consideration." 


Based on purely economic considerations, research, disclosure and 
production by foreigners in foreign markets will Tikely ‘continue 
irrespective of the disposition of rights under Canadian patent 
laws. On the other hand, Canada's contribution could be con- 
sidered as a gesture in favour of international cooperation in the 
world-wide advancement of technology. The impact of such a ges~ 
ture would transcend economic considerations and could only be 
evaluated at a political level. 


F.2.3 As an Incentive to Marketing of Innovative Products in 
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As indicated earlier, the risks and costs of innovation extend 
beyond the mere problems of establishing production techniques. 
They extend into developing the market through advertising and 
through the establishment of service outlets. Assuming that inno- 
vation abroad will occur in any event, the question then arises to 
what extent the Canadian patent system benefits consumers by 
encouraging the distribution of innovative products in Canada. 


The Economic Council observed in its report (p 54) that rather 
than adopting a 'strong' patent system: 


"Tt could more logically be argued that it is in Can- 
ada's self-interest to grant only enough protection as 
will ensure that useful new products and processes will 
be introduced to the Canadian market". 


This statement suggests that the maintenance of the patent system 
could be justified in part on the basis that it may operate as. an 
incentive to encourage the marketing in Canad of products made 
abroad. 


If the patent is to be considered aS an economic instrument to 
encourage the distribution of innovative products on the Canadian 
market, then a variation on the previous test can be applied: 


Do patents induce persons to proceed into areas’ that 
would not otherwise have been entered (at least by 
someone) ? 


The exact answer to this question, as applied to the effect of the 
Canadian patent right to induce marketing of new products in 
Canada, is as difficult to determine as that to any of the 
previous questions which depend upon the incentive effect of the 
patent right. However, in the absence of a marketing initiative 
by the foreign patentee to import goods into Canada, Canada still 
has the capacity to develop and maintain its own marketing network 
for important new products. 


Further, Canada is usually a secondary market. Market development 
costs for many inventions will be mainly met and absorbed in the 
course of servicing the primary market. Therefore a major part of 
the barrier to introduction of new products in such cases already 
will have been overcome. 


The worth to Canada of maintaining the patent system on this count 
does not appear to be substantial. 


F.2.4 Relevance of Patents to the Transfer of Technology 


A further justification for maintaining a patent system having 
substantial foreign participation has more recently been offered. 
Recognizing that severe technological disparities exist between 
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various countries in different stages of industrialization, it has 
been argued that patents can serve as a useful vehicle for facili- 
tating the transfer of technology. 


This is not a recent basis for justifying the continued existence 


of patent systems. It is reflected in the original justification 
for granting patent rights, as put forth by the Crown of England 


in the seventeenth century. Patents were granted to encourage 
foreigners to move to England and establish new industries. 


The argument proceeds today that, without the existence of local 
patent rights, industrialists and multinational enterprises from 
the major industrial countries would be reluctant to invest in OF 
license their technology for use in other countries. The patent 
Fight, it is argued, provides an essential protection ancillary to 
the contractual rights which establish the terms upon which tech- 
nology is to be transfered and without which such investments or 
transfers would not be made. 


In the case of developing countries the problem of acquisition of 
technology transcends the patent system. In the words of the 1964 
report prepared for the Secretary General by the Department of 
Economic and Social Affairs (ECOSOC) : 


" .. the problems arising in connection with the trans- 
fer of technology to developing countries go much beyond 
the operation of national patent systems or the conduct 
of international patent relations... More could be done 
through the combination of appropriate legislative and 
administrative measures at _ the national level with 
action to curb restrictive business practices in inter- 
national licensing agreements, and the provision of 
technical and financial assistance to developing 
countries..." 


(cited in UNCTAD report, footnote 124, p 77). 


Most of the developing countries lack the basic technological 
infrastructure which is essential for the adoption of many types 
of new technology. But these restraining factors are less present 
in Canada. Canadian industry has in most cases the technological 
Capability to adopt new inventions as they arise. Is it possible, 
then, to argue that in Canada's circumstances the patent system is 
essential to ensure that the transfer of technology from 
foreigners to Canadians will take place? 


Figures quoted earlier from Statistics Canada (supra p 66) showed 
that in 1972 Canadian corporations paid $30 million to nonresi- 
dents on account of patent royalties. In the same year $118 
million was paid by Canadians to nonresidents under technological 
knowhow licensing agreements. Therefore, at least in Canada's 
case, it seems apparent that a substantial amount of technology is 
being transferred as part of transactions which may not involve 
patent rights. 
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Another factor may also be peculiar to Canada's circumstances, 
Knowhow is not necessarily something which must be _ purchased. 
Where an industry has a sufficient basic capability in a given 
field, the option would normally be open in adopting new _ tech- 
nology to either buy the essential knowhow, or to generate it ‘in 
house'. While the purchase of knowhow will often represent’ the 
more economical alternative, the patent system adds a further 
gloss to negotiations pertaining to the use of knowhow. As long 
as the potential licensor holds patent rights, the normal option 
of the potential licensee to choose between buying and generating 
knowhow will not exist. The patent system may, therefore, in the 
case of countries which are capable of generating essential know- 
how, bias transactions toward the purchase of knowhow. At’ the 
very least, the existence of patent rights. must ‘colour’ any 
licences which are negotiated. 


Whatever influences the existence of patent rights may have on the 
transfer of technology, this effect would likely be “much less 
Significant under Canadian circumstances than for other less 
developed countries which are members of the international patent 
system. In analyzing the ultimate relevance of the patent system 
to the transfer of technology, the final test is whether it facil- 
itates a sufficient degree of increased transfer of technology to 
justify the costs of foreign participation. Those costs are the 
costs which Canada must pay in order to maintain its membership in 
the international patent system. 


The benefits which may flow from such membership deserve separate 
consideration. 


F.3 Exploitation of Foreign Patents Based on Canadian Inventions 


The justification for Canada's continued membership in the inter- 
national patent system will depend upon the extent to which 
Canadian industry benefits from the acquisition of foreign patent 
rights. This issue requires an understanding of the international 
patenting process. 
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In order to understand the world patent system, it is not suffi- 
cient simply to count the total number of patents being granted or 
the number of patents being worked. Rather, the focus of atten- 
tion should be the number and source of inventions being exploited 
around the world. Many patents may be issued in different 
countries for the same invention depending upon the extent to 
which a patentee decides to invest in foreign filings. 


Table 5 (p 65) shows the major filing patterns for the most indus- 
trialized of the western developed countries. From this table one 
may be able to estimate the relative number of really important 
inventions that have been made in each of the originating 
countries listed. A similar table showing foreign patent filing 


ann pce the for inventions originating in Canada is included in 
able 7. 
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Table 7 


Foreign Patent Filings for Inventions of Canadian Origin, 1973 


Applications filed in 


the following countries (number ) 
ot United States 2,095 
2. United Kingdom 648 
SB. Japan B59 
4. Australia Shep. 
Be, )6Goermany —. FR = 342 


(Source: WIPO IP/STAT/1973/ 1 December, 1974 The criterion 
established by WIPO for the collection of statistics which led 
to the figures set out in table 7 requires reporting countries 
to identify the country of origin for the various numbers of 
patent applications reported. This criterion is interpreted by 
the Canadian Patent Office as the country of residence of the 
named inventor. Assuming that the other reporting countries 
listed in table 7 use the same definition, then the figures ie 
table 7 may be accepted as reflecting applications for patents 
based on inventions made by inventors of Canadian residence.) 


According to table 7, there were apparently 2,095 inventions made 
in Canada in the year 1973 for which it was worth seeking patent 
protection in the US market. It is not unrealistic to surmise 
that of the 648 applications filed in the next most important 
market, the UK, most of these inventions were represented among 
the applications filed in the USA. Thus, the applications filed 
in the UK, on this hypothesis, represent approximately the number 
of inventions worth filing for patent protection in at least two 
foreign countries. 


On this basis, as one descends the list, one can estimate the 
relative number of hard-core, valuable inventions originating in 
Canada, which justify extensive filings abroad, ie approximately 
350 inventions were worth filing in three or more foreign 
countries. 


While it may appear that these figures doqunot (represent..a very 
substantial number of inventions, especially in comparison to the 
foreign filings by the other major countries included in table .5, 
these figures nevertheless constitute a rough measure Oni) ae 
relative importance to Canada of membership in the international 
patent system. 


The cost to Canada of foreign participation in the Canadian patent 
system must be balanced against the benefit associated with the 
marketing power of these foreign patents obtained on the basis of 


Canadian inventions. While their number may be small, their value — 


may be great. However, no survey has yet _ been carried out if 
Canada to determine the ultimate disposition and real impact of 
these foreign patents on Canadian industry. 


Assuming that such foreign patent rights are being exploited for 
the benefit of Canadian industry, then all of the advantages of 
competition-free access to markets far larger than that available 
in Canada should be accruing. But it should not be automatically 
assumed that such foreign patent rights will necessarily be 
exploited with a view to advancing Canada's particular interests. 


F.3.2 Relevance of Foreign Ownership of Canadian Enterprises 


Canadian industry is characterized by an exceptional degree of 
foreign ownership. According to figures produced by Statistics 
Canada (cf Statistics Canada daily, April 21, 1975) the book value 
of total capital employed in Canada in nonfinancial industries 
subject to direct or indirect control by foreigners stood at _ the 
end of- 1972 at $35.6: billion: (Cdn) out of a total, employed: capital 
OfLPlOScbuligen; In, other ).words;. ,ones i third: ,ofngaldasCanadian 
resources in the fields of manufacturing, transportation, merchan- 
dizing construction and extractive industries are either owned or 
controlled directly or indirectly, or supported by capital sup- 
plied by non-Canadians. In the manufacturing sector, less’ than 
50% of the capital employed originates (and therefore subject to 
ultimate control) in Canada. 


These figures on the extent of foreign ownership of Canadian 
industry constitute a separate factor for consideration in 
analyzing Canada's situation, quite apart from the extent to which 
Canadian patents are largely being granted to foreigners (on the 
basis of foreign-made inventions). While many countries will 
inevitably have to face the fact that foreign participation in 
their national patent system will increase relative to applica- 
tions of local origin, the degree of foreign ownership of Canadian 


industry may introduce a unique constraint on the Canadian patent 
law. 


While foreign ownership is not considered as necessarily bad per 
se, the Canadian government has indicated its concern with this 
Situation. An indication of this concern may be obtained from a 
Speech made by the Honourable Alastair Gillespie, Minister of 
Industry, Trade and Commerce, to a Seminar on "The Implications of 
Canada's Foreign Investment Review Act". This speech, made April 
30, 1974, contains the following remarks: 


"A fundamental Canadian economic objective is the devel- 
opment of a Canadian-controlled economy that is both 
innovative and internationally competitive -- an economy 
that fully utilizes our human and natural resources to 
our Own economic benefit . 
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"Pew Canadians would quarrel with the need to develop a 
more competitive, innovative and balanced economy. And 
not many would question the desirability of reducing our 
vulnerability to persons and events outside our border 


"Given the present degree of foreign control of the Can- 
adian economy, it seems reasonable to insist that future 
foreign investment be to Canada's benefit as well as to 
the investor's benefit... 


"We want to bring Canadians greater control over their 
own economy. We want to bring about a more rational and 
efficient Canadian economy. And, we want to be tais' 77 
the foreign investor .. - 


"Canadians cannot do all the research and innovation re- 
quired to be self-sufficient. We recognize the need for 
international specialization. We know that some foreign 
investment will continue to be vital to our develop- 
ment... But Canada has a uniquely high degree of foreign 
Controle .as/% 


"The government attaches great priority to ensuring that 
Canadians gain greater control of our own economic des- 
tiny. Various policy measures, introduced over the last 
few years, demonstrate clearly that we are moving along 
the road toward that objective." 


The Foreign Investment Review Act is one manifestation of the 
government's policy with respect to foreign ownership of Canadian 
industry. Any revision of the Canadian patent law _ should also 
take the factor of foreign ownership of Canadian business enter- 
prises into consideration. 


P.3.2.1 Extent of Foreign Control of Canadian Inventions 


Patented Abroad 


It should not be surprising, in view of the general foreign owner- 
ship feature of the Canadian economy, if it were found that a 
substantial portion of foreign patents based on Canadian inven- 
tions (inventions by Canadian nationals or residents) are owned or 
controlled by foreign-based enterprises. 


The Firestone survey dealt extensively with the relationship 
between foreign ownership and the exploitation of patent rights 
under the Canadian patent system. It dia not, however, produce 
figures of the extent to which foreign patent rights based on 
inventions by Canadians fall under the control of non-Canadian 
owners. The following question was asked as part of the survey 
> 195): 


"How many patents did you obtainas» «<< 


(a) in Canada; and 
(b) abroad" 
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The survey results were summarized (p 158) as follows: 


"In answer to the question about patenting abroad, most 
companies reported a significant increase in activity 
both in terms of the number of patents involved as well 
as in terms of the extension of coverage tO many more 
countries. Data availability was limited in the case of 
foreign-controlled companies because most patents abroad 
were taken out by their parent or affiliated companies." 


As a result, Firestone did not develop any conclusions about the 
extent of foreign ownership of foreign patents obtained on the 
basis of inventions by Canadian inventors. 


An attempt may be made, however, to obtain an approximate estimate 
from other data gathered on the control of foreign patent rights 
arising from inventions of Canadian origin. 


If we assume that Canadian inventors work indiscriminately for 
Canadian or foreign-controlled corporations, and if we recall that 
a substantial percentage of industry in Canada in the manufac- 
turing sector is owned or controlled by nonresidents or foreigners 
(supra p 74), then it will be seen that only a portion of inven- 
tions made by Canadians necessarily comes within the control of 
Canadian corporations. 


Patents may be granted on inventions made by Canadians, but these 
patents may then pass to or be owned by persons or corporations 
other than the inventor. These persons need not be Canadians, nor 
need these corporations be Canadian-owned or controlled. Thus 
reterring to the 27095 “applications# of, Canadian! Sorzgingiwhich, 
according to table 7, were filed in the US in 1973, a_ significant 
portion must be subject to ultimate control arising outside of 
Canada. 


Further, *note.all’)applicatvons) result’ ins*the Jorantseo. spatene 
rights. Rather, WIPO's statistics for 1973 indicate that only 
1,345 US patents based on inventions of Canadian origin were 
granted in that year.* If we accept the ratio appearing in table 
7 (Supra p 73) of foreign to US fibPings and assume “thatiehalts for 
the inventions made by Canadians accrue to the benefit of 
foreigners (half of the manufacturing sector is foreign owned and 
controlled, supra p 74) then only about one sixth of the inven- 
tions (applications) made by Canadians are worth filing in three 
or more foreign countries. In other words only about 100 inven- 
tions worth extensive international patent protection accrued to 
the benefit of Canadian-controlled industry in 1973. 


* WIPO Document IP/STAT/1973/1 December, 1974. The figures for 
both filings and grants inthe ‘US for, inventionstof Canadian 
Origin have been fairly consistent in recent years, ie 1971 - 
2025 filed, 1327 granted; 1972 = 1966 filed; 1244 granted. 
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This situation could be even more extreme if foreign-controlled 
industries had a greater propensity than Canadian industries to 
obtain control over inventions or to file for foreiign or world 
patent rights. 


A further indication of the extent to which this situation really 
exists may be extrapolated from other data. In the 1972 Biennial 
Survey of research and development activities within Canadian 
industry, Statistics Canada canvassed the achivities” Of 187 cor- 
porations. These corporations included the 100 most active com- 
panies from the 1971 survey and had accounted "for 79% ‘of: » total 
R & D expenditures in 1971. 


Included in this survey were questions relating to the number of 
Canadian and foreign patents obtained by each corporation. A 
breakdown of the results is tabulated in Table 8. 


Table 8 


Patents Received, by Ownership, 1972 
(Statistics Canada -- 1972 Biennial Survey) 


a 


Ownership Group Canadian Foreign Canadian Percentage 
Patent & Patent & Patent & of Con- 
Research Canadian Foreign panies in 
Research Research Ownership 
Group 
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number of patents received 


(2) Industrial associa- vA! 83 - 4 
tions, research 
institutes and Crown 
corporations 


(2) Companies controlled 199 243 214 45 
by corporations or 
ava viduals’ of the 
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(3) Companies controlled 32 37 84 12 
by other foreign 
interests 

(4) Canadian-controlled 296 287 247 xo 
companies Pb Ses, Bn et ee 
eet ta) 540 650 545 100 
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Note: This table for 187 respondent companies only. 


As was indicated in the summary included by Statistics Canada 


(p 18), the above figures represent patenting activities by the 


187 corporations included in the survey. These corporations — 


included the top 100 making R & D expenditures in 1971. Patenting 
activities carried out in 1972 by other firms that do not perform 
or purchase R & D are not included in the survey. 


Nevertheless, the results of this survey are a direct indication 
of the fact that a substantial number of foreign patents based on 
Canadian research, while ostensibly held by companies situated in 
Canada, are ultimately subject to control by foreigners. Of the 
650 foreign patents acquired by the corporations sampled, 260 or 
40% accrued to the benefit of foreigners. 


The survey of international licencing agreements carried out by 
Statistics Canada’ in» 1972 ° provides further evidence that 
Canadians, in fact, control only a minor portion of the Canadian 
Originating technology abroad.* 


According to the results’ of this” survey, of -the’ $771") millics 
received in Canada as royalty payments for the use of technologi- 
cal knowhow invwl972, only $2.7 milbLion, worm 23.655" 0%) tits none 
actually passed to enterprises controlled within Canada. In other 
words three quarters of foreign royalty revenue of this type, 
while received by corporations situated in Canada, in fact accrued 
to the benefit of foreigners. 


Whatever the exact proportions, there can be little doubt that the 
unique circumstances of foreign ownership in Canada affects the 
control of patent rights acquired abroad on the basis of Canadian 
inventions. This situation may appear unsettling, but it is not 
necessarily undesirable.  The-fact that 'a “significant ~propertion 
of foreign patent applications of Canadian origin may be con- 
trolled by corporations in Canada which are extensions of multina- 
tional enterprises does not necessarily mean that those foreign 
applications cannot still sérve Canadian interests. \ lithe deci-— 
sion is made by such patentees to use the exclusive access to 
foreign markets created by patents as an opportunity to establish 
innovative Canadian production facilities, then Canada will bene- 
fit. But if the multinationals .controlling ) these “patent rights 
decide to rationalize their world production structure by locating 
manufacturing facilities elsewhere, then the assumed benefit to 
Canada of membership in the international patent system deserves 
careful reevaluation. 


* (cf Quarterly Estimates of the Canadian Balance of Inter- 


national Payments, third quarter, 1973, p 20, Statistics Canada 
catalogue 67-001 Quarterly) 


‘F.3.2.2 Exploitation of Patent Rights by Canadian Subsidiaries 
| of Multinational Enterprises 


The question then arises as to the primary interests and objec- 
tives of multinational enterprises in the exploitation of advanced 
technology. As observed in the Gray report, "Foreign Direct 
Investment in Canada" (p 133): 


"In the case of proprietary technology, it has _ been 
pointed out that the interests of the proprietor need 
not coincide with Canada's". 


That report concluded by proposing the establishment of a review 
agency to bargain for the importation of foreign technology and 
for the location of research development and innovative activities 
in Canada. Further consideration of this issue in respect to the 
exploitation of foreign patents is therefore Tusti tied. 


The patent-related activities of foreign-controlled enterprises 
was examined extensively in the Firestone report. That work re- 
commended incorporating into Canadian law information-gathering 
provisions regarding the activities of foreign subsidiaries in 
Brder to (p) 266): 

" 3. facilitate government efforts to encourage foreign- 
controlled companies operating in Canada holding 
Canadian patents to use them in their own as well as 
Canada's best interest." 


By way of example of activities of multinationals which may not be 
in Canada's best interests, the Firestone survey inquired: 


" .. are some of the patents which you use subject to 
licence agreements with provisions regarding your 
ability to export to other markets?" 


The data tabulated indicated the following results (p 153): 


"In 85 per cent of the cases, export limitations were 
attached to patents licensed in Canada, 24.1% in most 
cases and 60.9% in some cases (on the basis of gross 
sales, see below) 


EXPORT LIMITATIONS NUMBER GROSS EXPORTS 
ATTACHED TO PATENTS OF SALES 
CANADA FIRMS 
$ Maiti $Mill. 
Yes, in most cases 4 Oe 13ae P32 
Yes, in some cases 7 27833 310 
No 4 705 TT 
Total 5 4,689 519" 
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A further indication of the extent to which Canadian industry may 
be placed at a disadvantage in the réle of licensee is the extent 
to which such firms have been obligated to grant back to 
foreigners rights in any improvements made in the course of 
applying licensed technology in Canada. According. tos ther i972 
Statistics Canada survey on International Licensing Agreements 
(sc cat. -67-001, ‘third quarter, 1973,°p/l/)2) cut oms (41 licences 
reported 788 included terms vesting rights in improvements in the 
(nonresident) licensor. 


These figures apply to licences presumably in many cases between 
arms-length parties. In how many cases are export opportunities 
for Canadian subsidiaries of multinational enterprises circum- 
scribed by limitations in their right to exploit foreign patent 
rights arising through an informal decision or directive from the 
controlling parent? 


This situation may even exist where the Canadian subsidiary is not 
permitted to exploit a Canadian invention. The Firestone Report 
observed in summary (p 212) that: 


"9, A number of foreign subsidiaries operating in 
Canada are required to turn over any inventions they may 
make to their parent companies for patenting and utili- 
zation outside Canada. This reduces Canada's ability to 
compete in export markets." 


The policies of international corporations from the viewpoint of 
the exploitation of technology was explored in Background Study 
No. 22 for the Science Council of Canada, "The Multinational Firm, 
Foreign Direct Investment and Canadian Science Policy", by Arthur 
J. Cordell. This report, based on a study of 50 firms: in Canada 
and representative head offices in USA, UK and Europe, opens its 
analysis on the fate of subsidiaries in the total research- 
innovation process as follows (p 42): 

",.. TO understand the r6le of research and development 
in the subsidiary, one must always remember that it is 
but one part of an international firm whose activities 
may be North American, North Atlantic or worldwide. The 
r6le of R & D and the capacity for innovation are deter- 
mined in almost every case by the organizational model 
chosen for the total firm and the extent to which North 
American operations are rationalized. 


"In the total mix of activities which are undertaken by 
an international firm, some are centralized and other 
are decentralized. Some operations lend themselves to 
tighter control than others. Over two years ago, in a 
speech to the American Chamber of Commerce in the 
Netherlands, Jacques Maisonrouge, the president of IBM 
World Trade, concluded: 


‘It is simply not possible for the multinational 
company to be completely centralized or completely 
decentralize@. There must be different levels of 
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centralization - all these will vary with different 
functions. In general, I believe that long range 
planning, finance, research and development could 
be centralized from a management viewpoint--but on 
the basis or worldwide input of data. On the other 
hand, sales, service, personnel, public relations-- 
all that are most concerned with the outside world 
--should be decentralized ...'" (Emphasis added). 


While perhaps not yet the rule, the tendency to rationalize re- 
search and development by centralization may be the trend for’ the 
future. To the extent that such centralization occurs outside 
Canada, Canadian production facilities which are subject to 
foreign control may be permanently limited to second-stage or 
delayed adoption of new technology. 


Commenting on the exploitation of foreign markets, the study by 
wonrde ll states: !(p 56) ‘thats 


Pau “forval largepercentage ofsubsidiariesi) inv -Canaday, 
there is no attempt made to innovate and dynamically use 
the new product or process to secure a position abroad." 


Bnd “at ipage) 57): 


eo. ‘Ehiss fan no case: did wer finda (Canadian ‘subsrdiary 
that felt it had the freedom to enter foreign markets at 
wWiddeawith a product iwhich ait thought. ‘could be'sproduced 
in Canada and competitively exported. And, alterna- 
tively, we found only one instance of a process inno- 
vation developed in a subsidiary where the technology 
was, Or could be licensed by the subsidiary to a non- 
affiliate anywhere) im the tworld., ‘This: is ‘not. to) say 
thatesuch “activity onthe fpart ‘of subsidiaries never 
takes: places it is! just ‘that jour study ‘found negligible 
evidence of such activity."* 


The implications from this are clear. Canadian subsidiaries of 
MNE's are potential captives of their foreign parents, insofar as 
the international exploitation of inventions and innovative 


technology is concerned. 


Reviewing the potential for harm that can arise out of these cir- 


eumstances, the: conclusions \.of | Firestone! appear appropriate 
9.5239): 
g "(One subsidiary of an international oan company 


licenses product technology to a non-affiliate company 
in the United States. However, we were unable to deter- 
mine the conditions surrounding the licensing procedure: 
Did the subsidiary have to obtain prior permission to 
enter negotiations? Did the subsidiary or headquarters 
negotiate the terms of the agreement?) " 
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"Thus, while the patent system is one of the means of 
strengthening the grip of foreign investors on _ the 
Canadian economy, it should not be blamed as a major 
factor contributing to the present dominance of Canadian 
industry and natural resources by foreign interests. 


"Hence, amendments to the Canadian Patent Act should not 
be guided by anti-nonresident sentiments but by consi- 
derations of maximizing national welfare. This involves 
increasing the effectiveness and the equity of the 
patent system to serve all those who innovate or propose 
to innovate in Canada." 


Having reviewed some of the facets of Canada's membership in _ the 
international patent system, the ultimate need for Canada _ to 
remain as part of the world patent system will now be considered. 


F.4 Rationale for Remaining in the International Patent System 


The Economic Council in ‘concluding ‘that Canada should setain wa 
patent system, gave as one reason the following explanation (pp 
82-83): 

"Ses Lor’ Canadail'to)gor-dt .valone, tconpleteby? cuteide 
the international patent system, in a world where most 
of the economically larger countries with whom she does 
business remain strongly committed to the maintenance of 
such a system, would almost certainly give rise to great 
diplomatic and other . pressures and retaliations. The 
most damaging of these might be actions which denied 
Canada access to valuable knowledge that was previously 
available to her and that could only be reproduced 
domestically at disproportionate cost." 


This concern appears based on the supposition that it is not pos- 
Sible to be a member of the international community or the Paris 
union without maintaining a traditional type of patent system. 


Technically, the Paris Convention does not require that Canada 
maintain a patent system at all. Rather, the convention requires 
that Canada treat foreigners on the same basis as it treats its 
Own nationals. In fact, at the end of the nineteenth century 
there were two countries in Europe which, notwithstanding their 
membership in the convention, did not maintain a patent system or 
had a substantially truncated one. Those two countries were 
Switzerland (until) La87 .iniwfuld« anda lo0d wenek perc. cad) aie 
Netherlands sirom L869! tor 19126 


The Dutch expressly repealed their patent law in 1869, at _ the 
height of the controversy over the value of patents which raged 
through Europe prior to the formation of the Paris union. From 
its inception, the Paris Union has rejected the principle of reci- 
procity in preference for the doctrine of national treatment. 
However, this has not prevented the application of some pressures. 
At the Conference of 1883, the Dutch delegate was told that he 
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Conference the French delegate, perhaps in an effort to influence 
‘the Dutch, attempted to introduce a provision of reciprocity into 
ithe union. It was not adopted by a binding: resolution") but 
recorded as a "voeu é6émis par la conférence". In response the 
Dutch delegate then declared with authority from his government 
that they would introduce legislation on patents in the not-too- 
distant future ("a une @pogue pas trop é@éloignée"). However, the 
Dutch did not get around to adopting their new law until 1912. 


came from a country of "“brigands".* Three years later at the 1886 


The Swiss had never had a patent system prior to joining the Paris 
Convention. However,. having joined the union, attempts were made 
to introduce a patent law. 


Tt was felt that under the Swiss Constitution a plebiscite was 
essential. Four plebiscites were held, in 1866, 1882, 1887 and 
m905,. Neither of the first two’ approved adoption of a patent 
system. However, a system restricted to mechanical models was 
Beaopted in -Lae7s “lt was/not until the’ last referendum in’ 1905 
that the way was cleared for the introduction of a complete patent 
law extending protection to chemical inventions. Due to the 
extreme success of the Swiss chemical industry from about 1888 
onward, Switzerland was by then under pressure from Germany to 
introduce protection for this new, emerging industry. 


ae Schiff in’ his’ (text “Industrializgation Without National 
Patents" was unable to detect any significant change in the rate 
at which applications by Swiss nationals were filed in foreign 
mmtries ~ after “the “introduction of the’ patent system by 
Switzerland. 


From his overall review, Schiff concludes (p 122) that it is safe 
Seesnter that the industrialization, of a country, can proceed 
smoothly and vigorously without a national patent system. Ethical 
considerations may, however, amount to significant political pres- 
Sure. In fact, he suggests that had these two countries persisted 
without a patent system, the international union might either have 
Sacrificed its basic principle of unconditional national treat-— 
ment, Or permitted members to impose some minimum standards of 
reciprocity on nonconforming members. 


On the basis of the Swiss and Dutch experience, and even on the 
basis of Schiff's hypothesis that reciprocity might be raised in. 
the event that Canada completely abandoned its patent system, the 
suggestion by the Economic Council that retaliation might rise to 
the level of denying Canada access to valuable knowledge should be 
discounted. The effects of such a shift in Canadian policy would 
probably be limited to the termination of the right of Canadian 


* (cf “Industrialization Without National Patents" by Eric Schiff, 
Princeton University Press, 1971 p 78). 
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nationals to obtain patent protection in foreign countries. This 
would be a loss, directly or indirectly, to some 2,000 inventors 
of Canadian nationality whose inventions annually form the basis 
of applications for foreign patent rights. It would also | Mean jae 
loss for Canadian industry of the opportunity to obtain temporary 
exclusive market control in potential export markets where patent 
rights would otherwise be available. 


As long as there are no overt moves by foreign governments to 
forbid their nationals to transmit or exchange information with 
Canadians, the imagined injury suggested by the Economic Council, 
ie loss of access through the patent system to valuable knowledge, 
does not appear to be a real threat. 


Patent disclosures are available for purchase by any person at 
patent offices throughout the world. (The Peoples! Republic of 
China, not a member of the Paris convention, has in the past con- 
sistently purchased blocks of Canadian patents through the Cana- 
dian Patent Office). But these disclosure documents can by no 
means qualify as production specifications. As indicated earlier, 
in order to establish a reasonably competitive manufacturing oper- 
ation, a manufacturer must be prepared either to develop at his 
Own expense and experience or purchase the requisite production 
knowhow. 


It has been suggested that there is a widespread conviction among 
industrialists that the existence of patents greatly facilitates 
licensing of knowhow because it provides a form of legal security 
for the parties entering into contract. (See Cambridge report at 
pages 214-215). The Economic Council in its report acknowledged 
(p 46) that, as a secondary incentive, the patent system may 

serve the following ends: 


"1. the provision of market place for new technology; 


2. the provision of a medium for the dissemination of 
technical knowledge ..." 


Similarly Dale and Huntoon, in an article, "Cost-Benefit Study of 
Patent Systems"* conclude (p 383): 


"The literature, although almost completely subjective, 
leaves little doubt that some guarantee of protection 
for industrial and intellectual property is necessary 


for international transfer of technology and invest- 
ment". 


This is not, however, an argument which necessarily leads to the 
conclusion that the patent system should be maintained. Rather, 
1t 1S a commentary on the iack of confidence that such businessmen 
have with respect to the law of contracts and in respect of the 
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law relating to the abuse of trade secrets and confidential 
information. This reservation would not seem to be as Valid 6 ig 
Canada as it might be in other countries of the world. 


Again, therefore, the possiblility of abandoning the patent system 
in Canada cannot be rejected out of hand on the theory that Le 
would limit Canadian access to knowledge. 


If it is unlikely that Canada would enter into an era of informa- 
tion starvation as a result of moving to a position of departure 
from the traditional patent system, then grounds for retaining the 
patent system in Canada must therefore be founded on the assump- 
tion that the issuance of exclusive monopolies, on balance, makes 
a worthwhile contribution to Canadian industrial development and 
commerce. In striking this balance the overwhelming dominance of 
our patent system by foreign patentees must also be assessed. 


The alternate rationale given by the Economic Cobnci lon tiem ost 

i See tor all ats social !'costs and uncertainties, the 
patent system does have the important virtue of allowing 
the market, rather than government officials ,.ytolrpre- 
nounce the basic verdict on the relative value of dif- 
ferent innovations". 


is also one which should be taken into consideration. Tos ws 
doubtful, however, whether this ground alone argues for itheyreten= 
tion of some form of patent system. 


Rather, the final decision as to whether Canada should continue to 
maintain a patent system of traditional form will depend on a 
better understanding of the balance of costs versus benefits 


inherent in the patent system. The costs will depend on the 
effects arising from the reward of a temporary monopoly which is 
an inherent part of the system. The benefits for Canada will 


hopefully be the advancements of research, disclosure and innova- 
tion and transfer of technology that would not otherwise occur. 


G Summary ior Par 


Part I of this working paper has surveyed in detail thets xo lei or 
the patent system and its relevance to Canada. As background, 
reference has been made to concurrent developments and to previous 
studies that have been carried out in other countries around the 
world. Generally these studies have accepted the continued main- 
tenance of the patent system, proceeding on the premise that the 
patent system is justified by its effect in encouraging the 
development of new products and technology. However, these con- 
clusions have been based on subjective evaluations rather than on 
detailed analysis. 


The more extensive economic studies carried out within the 


Department of Applied Economics of Cambridge University and by 
O.J. Firestone for the Economic Council of Canada, provide a more 
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factual basis on which to question the justification for continued 
reliance on the patent system as an instrument of governmental 
industrial policy. Part I has attempted to review in detail the 
various issues involved in the question of whether it is in fact 
worthwhile for Canada to maintain any form of patent system. This 
discussion in part I will now be summarized. 


Gv) Nature of ‘the Patent Right 


The essential characteristic of the patent law that distinguishes 
it) from copyright law or from the: system of-inventors certificates 
used in some countries is the presence of the element of private 
monopoly. Monopolies have traditionally been found objectionable 
for a variety of reasons. From the consumer's viewpoint mono- 
polies are bad because they lead to inflated prices. Businessmen 
who are excluded from a market through a monopolist's marketing 
power or by government-supported monopoly rights also have grounds 
for resenting the existence of monopolies. Economists have 
objected to monopolies primarily on the ground that they lead to a 
misallocation of resources and this in turn leads to a_ less-than- 
optimum production of those things which consumers and _ society 
aspire to enjoy. 


The economist's analysis of the patent monopoly, as exemplified by 
the report of the Economic Council, identifies several types of 
costs associated with this system. Besides the missallocation-of- 
resources effects normally associated with monopoly positions in 
the marketplace, the costs of the patent system include the losses 
which arise through erroneous investment in inventions which turn 
out to be commercial failures; the costs of investment in Canadian 
production facilities which, once the barrier of patent protection 
expires, prove unviable in the international marketplace; and the 
corresponding losses attributable to opportunities foregone when 
limited Canadian resources have been diverted intoo unprofitable 
areas. A further cost inherent in the patent system is the delay 
which it necessarily imposes on the diffusion and adoption of new, 
more efficient technologies for producing goods. 


G.Z Purpose of Granting. Patents 


The concept that inventors have .an inherent property right in 
their inventions which may have had some currency in the nine- 
teenth century, cannot be accepted as a basis for justifying ~con- 
tinued maintenance of the patent system. If any inherent right 
exists, itlis the right of. industry to freely imitate ‘competitors 
in satisfying the demands of the marketplace. Any justification 
of the patent system must be ultimately founded in its net social 
worth to society, balancing its costs and benefits. 


Arguments in favour of maintenance of the patent system have 
generally been to. the effect ' that. its benefits sare worth’. the 
costs. Various government committees have attempted to catalogue 
the benefits or objects which justify the maintenance of the 
patent system. For purposes of discussion, these benefits and 


objects have been analyzed in terms of determining the extent to 
which the patent system may usefully benefit Canadian interests by 
serving as: 


1. an incentive to research (leading to invention) 
2. disclosure (of inventions), and 
3. innovation (based on inventions). 


Innovation, for the purposes of this discussion, has been distin- 
guished from invention by defining it as the post invention phase 
which ultimately results in the introduction into the marketplace 
of new products or processes. 


In analyzing the impact of the patent system on these activities, 
attention has been focused on its effectiveness aS an incentive. 
The test to be applied in determining the efficacy of an incentive 
instrument is based on the increase or change in performance which 
results from the presence of the incentive device. Put’ suc= 
cinctly, the test is the extent to which the benefits of the 
patent system would not arise, but for the existence of the patent 
riaqntr. 


G.3 Incentive to Research 


In analyzing the worth of the patent system as an incentive to 
research, reference has been made to the Cambridge study "Economic 
Impact of Patents" by Taylor and Silverston and the Canadian work 
by 0O.J. Firestone "The Economic Impact of Patents", as representa- 
tive of two substantive attempts to study the performance of the 
patent system. In both cases, the researchers carrying out these 
studies received from industry an indication that the prospect of 
obtaining patent rights had little or limited effect on the deci- 
sion in industry to pursue research. These conclusions are con- 
firmed by two further studies, the "Patent Utilization Study" 
carried out by the Patent, Trademark and Copyright Institute {oF 
George Washington University, and by Study No 11 "Background to 
Invention" by Andrew H. Wilson, sponsored by the Science Couneid 
of Canada. 


While these surveys were directed to the extent to which Canadian 
patent rights influence decistons, in, indusery), 1S undertake 
research, it has been further observed that less than 35% of the 
total investment in R & D in Canada currently originates from 
industry. Put conversely, 65% of investment in R & D in Canada 
arises from sources which are not affected by the profit. motive: 
Accordingly, whatever effect patent rights, “may nave as an 
incentive to research in Canada, their impact on the total volume 
of research being done must affect somewhat less than 35% of the 
actual research being done. 


G.4 Incentive to Disclose 
In considering the worth of the patent system as an incentive to 


disclosure of inventions, claims in this respect must be limited 
to commercial inventions which are not introduced into the market 


he 


but which, if so introduced, would likely be susceptible of imita- 
tion. It is unlikely that the incentive of a patent right limited 
in time would induce disclosure of inventions which are capable of 
being exploited as trade secrets. Conversely, if an invention 
were to become known through its commercialization, then the pro- 
vision of patent rights as an incentive to disclosure would he 
redundant. 


G.5 Alternate Incentives to Research and Disclosure 


While claims might be made to support the continued maintenance of 
the patent system on the basis that it provides some incentive “aa 
research and disclosure, the working paper has indicated that 
alternative systems could be adopted which do not incorporate an 
element of private monopoly and which, accordingly, would avoid 
many of the costs identified by economists as being associated 
with the patent. system. In this respect, inventor's “certificates 
have been examined with a view to indicating that they may provide 
a realistic alternative to a patent system, assuming that the 
object of the patent system is to support research and disclosure 
of new inventions. 


The biggest advantage of an inventor's certificate system would be 
the early availability of new inventions for use throughout 
Canadian industry. Rather than delaying the widespread adoption 
of new technology until the patent term expires, all Canadian 
manufacturers would be entitled to incorporate the latest indus- 
trial techniques into their production facilities immediately upon 
disclosure. For the person or enterprise which originates an 
inventive concept, a reward in the form of royalty payments pro- 
portional to the use of the invention by society-at-large would be 
granted. 


The essential distinction between the patent and inventor's 
certificate systems is that the r6le of the inventor's certificate 
ends with the disclosure of inventions. Patents potentially may 
go further by encouraging actual commercial adoption of inven- 
tions. On the other hand, it is sometimes argued that the patent 
system can be justified on the basis that it encourages disclosure 
alone. 


G.6 Nature of Patent Disclosures 


The historical trend, by,which the original. concept of)the,~patene 
right .as~an’ anstrument for supporting, (the, santroduction ots new 
manner of manufacture" into the country became turned around until 
patents were justified in terms of reward for disclosure, has been 
outlined. The limited nature of patent disclosures and the com- 
meéreial ‘significance of undisclosed /knowhow mhavessalsco been 
reviewed. 


ft follows from ‘this “discussion, that itis unrealistic (to, expece 
patent documents to disclose. more than the basic idea of an inven- 
CLOM. Nevertheless, a great deal of production expertise may be 
necessary in order to enter the market and compete efficiently in 
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the fields of new technology. This production expertise or know- 
how may either be purchased from competitors who have already 
established the production experience, or may be generated, at a 
cost, by any manufacturer having the technological capability. The 
need to make or buy technological knowhow may constitute a signi- 
ficant barrier for competitors who wish to enter a market for an 
innovative product which has become established, apart from the 
restraining effects of the patent system. 


G.7 Incentive to Innovation 


The traditional view of one of the major roles ‘of. the ‘patent 
system has been to qistifty it“in'‘terms’ of supporting the indus- 
trial innovation process. By removing, for a temporary period, 
the uncertainty associated with the competitive element and _ by 
holding out the possibility of substantial monopoly profits, it 
has been argued that the patent right significantly increases the 
extent of industrial innovation. Applying a performance test 
similar to that suggested earlier, the efficacy of the patent 
right in supporting innovation can be tested by asking the ques- 
tion: But for the existence of patent rights, would innovation 
likely have otherwise occurred? 


In attempting to answer this question, a first observation made 
was that many innovations enjoy an inherent monopoly once they 
have established a head start due to the complex nature of 
initiating production in new fields. A further observation made 
reflected on the extent to which industrialists actually rely on 
patent rights in making entrepreneurial decisions. 


Care should be taken to appreciate the viewpoint of industrialists 
who indicate that they would prefer to enter the innovation pro- 
cess with the protection of patent rights. Besides the fact that 
such a preference does not demonstrate the necessity for protec— 
tion, the patent right, due to inherent uncertainties as to its 
validity and enforceability, is unlikely to be viewed aS a reli- 
able factor by investors contemplating an entrepreneurial deci- 
sion. Therefore, the efficacy of the patent right as an incentive 
to innovation may be discounted somewhat further on this account. 


The survey by Firestone indicated that in almost half the cases 
sampled, patent rights were 6f VttVe or! no, ‘significance for 
inventions worked in Canada. Only 13% of the firms reporting said 
that patent rights were of major significance. The Cambridge 
study, as well, concluded that the impact of the patent system on 
the rate and direction of jnnovative activity was generally 
extremely small. 


It is difficult to see on the basis of this overall analysis, how 
any analyst could be content to retain the patent system simply 
because its inefficacy has not been clearly shown. Even allowing 
that the patent system may have some marginal influence on indus- 
trial activity, an influence which induces desirable results which 
would not otherwise occur, there must be weighed at the same time 
the costs of maintaining the patent system. These costs, in 
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Canada's case, include a further factor which is of overwhelming 
significance. That is -the factor of foreign participation in the 
Canadian patent system and in the Canadian economy. 


G.8 Foreign Participation 


For many years the percentage of patents being granted in Canada 
on the basis of inventions made by foreigners has been about 95%. 
This degree of foreign domination is not surprising. it. .e 
inevitable that, for Canada, the greater part, of ,»technological 
advances will arise abroad and that patent filings will reflect 
this ratio. Eventually most countries will find themselves in 
situation similar to that now faced by Canada. The problem is 
that, due to its small size but relative technological sophistica- 
tion, Canada is today faced with overwhelming foreign participa- 
tion in its patent system. 


AS a ‘rough’. estimate of the costs of ..foreign “participations 
statistics show that approximately $30 million a year passes out 
of Canada in the form of royalty payments to foreigners for use of 
patent rights. Other surveys have shown that the total payments 
to nonresidents, on account of use of technological knowhow, is 
about $120 million. While payments for patent rights may repre- 
sent a minor component of the total cost of acquiring technology 
from abroad, it is, nevertheless, a substantial cost. Furthermore, 
there are the costs to Canadian industry of being denied access to 
new technology in those cases where foreign industry prefers to 
Supply the Canadian market with new products through importation 
rather than licensing the use of new technology in Canada; and as 
well, the costs to Canadian consumers of paying patent-protected 
prices for consumer goods. 


While compulsory licensing provisions do provide a means’ for 
protecting a Canadian company which, by reason. of competitive 
pressures desperately requires the right to adopt new technology 
in order to survive, there are major barriers which may inhibit 
widespread reliance on such provisions. Besides procedural 
barriers, a compulsory licence granted under the patent act will 
not confer on the licensee the benefits of the production know-how 
acquired by the patentee abroad. Such knowhow may be essential in 
Order to place the Canadian licensee in a competitive position. 
Purthermore, there 1s no express provision, in. the -.law?) «which 
guarantees to a compulsory licensee protection from vigorous 
price=cutting competition tirom the foreign patentee, once mam cons 
pulsory licence has issued. It would not be unfair, therefore, to 
characterize the Canadian patent situation as one in which the 
bulk of new technology is only available to Canadian industry at 
the discretion of Canada's foreign competitors. 


it is difficult to see how.foreign participation canbe «countedsas 
other than a cost under the Canadian patent system. A suggestion 
Was made, however, by the Bconomic: Council, sathat “Canada »sshould 
contribute its fair share toward the international costs of 
developing new inventions and innovations. If this Suggestion is 
to be adopted, that contribution could be made through means other 
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than the granting of monopoly rights within Canada to foreigners. 
Again, the creation of a royalty right associated with use of an 
invention would accomplish this result without importing the costs 
associated with granting private monopoly rights to foreigners. 


If the Canadian patent right is to be judged with./'respect’’ to 
foreigners on the basis of its influence as an incentive device, 
clearly it is unrealistic to expect that such a right can have any 
influence on foreign inventors so far as encouraging them to carry 
on research, to disclose their inventions,’ "or tot (introduce new 
products into the marketplace goes. Furthermore, while it may be 
convenient for foreigners to have the benefit Of i Canadian”’ patent 
rights in establishing importation, distribution and servicing 
facilities in Canada for imported products, it is unlikely that, 
in the absence of patent rights, the supply of such) goods" tag’ the 
Canadian market would significantly decrease. 


The justification for Canada's continued membership and adherence 
to the patent portions of the Paris Convention can only arise out 
of the argument that the benefits to Canadian industry of 
obtaining patent rights abroad outweigh the costs of the over- 
whelming participation of foreigners in Canada's national patent 
system. While statistics suggest that as many as 2,000 applica- 
tions based on inventions originating from Canadian inventors are 
currently being filed abroad each year, only about 350 inventions 
appear to be worth filing in three or more countries. Further, 
the extensive foreign ownership of Canadian industry argues for 
the possibility that only a minor proportion of such foreign 
patent rights are actually beneficially owned within Canada. In 
view of the propensity of multinational enterprises to rationalize 
production facilities, we have no assurance that *Canada’ “with?” be 
selected as the base for exploiting and supplying the world market 
with products based on inventions made by Canadians. A serious 
basis may therefore exist for questioning whether a net benefit 
really accrues to Canada by reason of its continued adherence to 
the Paris Convention. 


Another factor arising from foreign control of Canadian patent 
Tights is the extent to which terms extracted as a condition for 
the granting of licences may impair the activities of Canadian 
firms. Firestone tabulated statistics showing that export limita- 
tions are attached in some cases to the use of patent rights. In 
other cases, licensees are required to grant back to the foreign 
patentee any rights arising under new inventions that might be 
made by the licensee. These types of restraints are a clear loss 
to Canadian industry. 


With these conclusions in mind the council's conclusion that 
Canada could not consider withdrawal from the international patent 
system has been questioned. Rather, the issue of whether Canada 
should continue to retain a patent system should be based on 
balancing the cost of maintaining such a system against the con- 
tribution which participation in such a system may make to 
Canadian industrial development. 
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On the basis of the review and analysis contained in this first 
part of the working paper it is evident that Canada _ should give 
serious consideration to the possibility of abandoning the 
continued maintenance of a patent system in any form. 


If the patent system as wejknow- it; “were; /)in) fact, » abandoned 
Canada could alternately adopt a substitute system to provide a 
special, incentive to industrial creators. jOnésyalternacivessycouls 
be something! “akin to the) inventor's certificate ~modely whreR 
essentially provides alroyalty;ancome to the anventors. On the 
other Hand, it. may be sufficient tomrely Fone the! sdirecty vewames 
arising from the operation of the free enterprise competitive 
system as providing an ample incentive to encourage and foster 
invention and innovation. 


Yet while there might appear to be a strong circumstantial case 
that would lead one to concludes that the Canadian, (patent syscce 
should be abolished, the case is not so overwhelming as to put the 
matter beyond a reasonable doubt. The paucity of conclusive data 
cannot be denied. What is required is a definitive analysis of 
the actual operation of the Canadian. patent system. 


With this object in mind the authors of this working paper have 
proceeded to draft a proposal for a new and substantially amended 
patent law. In those instances where the need for reform was 
apparent, appropriate changes have been made. In. , those; other 
areas where the case was less clear-cut it is proposed that infor- 
mation be collected that will permit a more reasoned and factual 
evaluation of the impact of the patent system. 


As an essential feature of this proposed revised law the Canadian 
patent system would be submitted to a ten-year trial period during 
which time the case for or against the system could be developed 
inte) Gelinitive land rationalemanner. At  etiessendsactmet homeo 
period, parliament would be able to debate the pros and cons of 
continuing the system, modifying or abandoning it on the basis of 
the data that will by then have been gathered. 


To facilitate this review it is proposed that, subject to approval 
by order in council and the associated public scrutiny inherent in 
this political process, patenteess would be required to supply 
Such fundamental and essential information as they have in their 
possession which would reflect on the» actual, operation. of sthe 
patent system in Canada. 


The yminister charged) wlth» the collectionwandganalysisaof, this wand 
other information during the ten-year period will be required to 
provide to parliament a report on his findings and relevant 
policy-legislative recommendations at the end of this term. A 
period of 10 years has been proposed as being long enough to 
permit accurate evaluation of the workings of the new patent act 
and “at the same time not so excessively long as to permit undue 
prolongation of any potential abuses inherent in the patent system 
Or in the revised law. 
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The essential factors that must ultimately be evaluated in deter- 
mining whether the patent system should be continued include the 
extent to which the patent system actually performs as an incen- 
tive to research, disclosure and innovation; the costs entailed in 
ithe system, including costs arising through misallocation of 
resources and restraints on the use of new technology; and _ the 
ultimate impact and benefit to Canada arising from the participa- 
tion of foreigners in our national patent system. 


Under these general headings numerous other secondary questions 
arise -- the extent to which patents support licensing arrange- 
ments; the influence of foreign patent rights on the performance 
of Canadian industry; the extent to which foreign ownership 
affects the decisions of industry in Canada to exploit new techno- 
logy -- questions which will only be answerable once detailed 
authoritative data have been collected. The feature which will 
distinguish the proposed ten-year review from previous studies of 
the patent system is that the review, apart from its scope and 
depth, will be based on a statutory responsibility on the part of 
patentees to supply the essential information. By cooperating 
fully in this exercise, industry will be able to Supply * the 
government with the data necessary to establish the ultimate worth 
of the patent system to Canada. 


PART II - MAJOR ISSUES OF THE PROPOSED LAW 


I.1 Summary of Major Issues 


It is apparent from the analysis in part I of this working paper 
that no definitive conclusion on the worth of the patent system is 
yet possible. Therefore, a draft law has been prepared on _ the 
basis that Canada will continue in the near future to retain a 
traditional form of patent legislation. The draft law is tradi- 
tional in the sense that it continues to rely for. its economi¢ 
effect on the incentive character of granting a private monopoly. 


Before proceeding, however, with a detailed discussion of this 
proposed law, part II of this working paper reviews» certain» key 
policy proposals raised by the Economic Council of Canada _ and 
concludes witha critical analysis, -ofijvarious features) of ite 
present Canadian patent law which demonstrate the urgent need for 
reform. 


The Economic Council in its report (p84) .,established, a) list soa 
specific criteria for the Canadian patent system. This list% 
which attempted to delineate the policy goals that should be pur- 
sued in redesigning the patent law for Canada, is . briefly 
summarized as follows: 


The Canadian patent system: 


(a) should encourage invention and other related acti- 
vities, 
(b) should encourage efficient dissemination of techni- 


Calvintormation, 


(c) should facilitate making a "fair Canadian contribu- 
tion” to ithe provision of tincentives. ron var world 
scale, 

(d) should not be used to shelter inefficient Canadian 


production, and 


(e) should be administratively efficient and coordin- 
ated with related government innovation policies. 


A copy of the full text of these criteria is included as appen- 
dix D to this ‘paper. 


The Economic Council also made a series of specific proposals con- 
cerning actual structure of the law (pp 87-108). These proposals 
touched on the following issues: 

1. Administrative structure. 

2. “Timing “oOf<applications. 


jis © Grace *period *before ‘filing: 


4. The patent term. 
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5. Publication of applications. 

ee Information about licences. 

7. Renewal fees. 

8. Import restrictions. 

9. Relationship to competition policy. 
10. General compulsory licensing, 


11. Special compulsory licences for complementary 
technology. 


12. Protection of computer programs. 


In the preparation of the proposed law, close attention has_ been 
given to both the policy criteria and specific proposals developed 
by the Economic Council. Generally, the policies of the Economic 
Council have been followed and its proposals adopted. However, 
with respect to certain of the specific and most controversial 
aspects of the Economic Council's report, those suggestions have 
either not been followed or have been adopted with modifications. 
In order to develop a background for the policies actually applied 
in preparing the proposed patent law, the nature of those sugges- 
tions of the Economic Council which were the most controversial 
will now be examined. 


The analysis of key issues raised by the council focuses on: 


(1) the policy of encouraging local working of .inven-— 
tions in Canada, including: 


(a) the dangers, 
(b) the potential benefits and 
(c) means for encouraging local working; 
(2) the council's compulsory licensing proposals; 
(3) the council's policy on importation. 
The discussion of the above issues is followed at the conclusion 
of this part by a further analysis demonstrating the present need 
for reform, broken down according to the various. sections, Of. .ne 
present act. 
J Local Working 
J.1 Encouragement of Local Working -- Potential Costs 
The Economic Council left no doubt in its report that it consid- 
ered the preferential encouragement of local working of patented 


inventions in Canada as an anathema to the healthy development of 
Canadian industry. The misallocative effects of granting patent 


sec aE cow 


monopolies have been outlined earlier, in Part I, under the 
headings "Economic Inefficiency" (supra p 11) and "Economic Costs 
of Granting Patent Monopolies" ‘(supra sp 12). li listing tage 
specific criteria for the Canadian patent system, the council's 
report warned that the patent system (p 84): 


".,.should not, encourage;/'asi lt) migne; li thereworking— 
in=Canada provisions) ofthe!) existing: Patent “Acte were 
vigorously enforced, a new proliferation of small-scale, 
high-cost manufacturing in Canada. Rather, wt ys should 
help to-promote: the kindof Gnternationally™ compeertive 
pattern of secondary manufacturing that was envisaged in 
the “Scale and’ Specialization” chapter of" “the” Economic 
Council's Fourth Annual Review. While working of 
foreign inventions in Canada is normally the most com- 
plete and effective means of technological transfer into 
Canada, at is achieved at too high a cost if io resuirs 
in Canadian resources being used in productive ventures 
that can never aspire to exports and can only go on 
existing domestically behind an absolute patent barrier 
to 1mMports.)°in such cases? seftorts ~ should? tbe - concen-— 
trated on conveying knowledge of the relevant technology 
into Canada by other means, on a purely informational 
basis for the time being." (quoted supra p 28) 


The council had earlier warned that (p 81): 


",..cases have undoubted occurred where the working of 
patents in Canada has been high-cost working by inter- 
national standards and consequently a poor use of 
Canadian productive resources. In other words, the 
system has operated in some instances as an absolute 
trade barrier, protecting inefficient Canadian produc- 
Cron. 


While these observations by the Economic Council were made without 
inclusion of actual data in support, the economic argument that 
monopoly breeds inefficiency clearly applies to patent monopolies 
insofar as in the absence of the pressures of competition, manu- 
facturers have little incentive to reduce production costs and 
maximize output. 


The Economic Council has further reiterated in its special 1975 
report on trade “policy, “Looking” Outward"*, 1ts, concern “with 
Canada's weak economic performance in the area of productivity 
growth and has warned of the serious risk that Canada's assets 
will be wasted through inefficient use (p 26). In that report the 
council was emphatic in its conclusion that the protectionist 
aspects of Canada's past commercial policies have contributed to a 
deterioration of this country's capacity for sustained, dynamic 
and autonomous growth (p 37). 


* Information Canada, Catalogue No. EC 22-27, 1975. 
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To the extent that exclusive rights granted pursuant to the patent 
ilaw tend to shelter Canadian industry from pressures of interna- 
tional competition, the patent system must be counted as operating 
to the detriment of Canada's overall economy. The inclusion of 
specific provisions in that patent law for specifically encour- 
aging the local working of inventions must necessarily increase 
Such costs. 


On the other hand, the council's concern that patents may import 
‘these special costs into the economy must be balanced against the 
-penefits which may flow from encouraging the working of inventions 
in Canada. These benefits were the original basis for granting 
patents and the local working of inventions “has, "an cne pas, 
always been recognized as a major objective of Canada's patent 
laws. 


39.2 Encouragment of Local Working -- Potential Benefits 


Canada adopted its policy of introducing 'new manner of manufac- 
ture' into the country with the implementation of Sir John A. 
Macdonald's national policy shortly after confederation. The goal 
then was to introduce new industry, irrespective of whether it 
represented new technology. The rule was ‘industry for industry's 
sake', encouraging national’ manufacturing at virtually any cost, 
and this attitude has persisted in some quarters to a greater or 
lesser degree up until the present. 


The Canadian patent law, created by the act of 1869, required a 
patentee to work his invention in Canada within two years from 
Brant or forfeit his rights. It granted a right, but thate/ crane 
was conditioned on local working. Although Canada by 1923 _ had 
repealed the provisions in its patent law imposing automatic for- 
feiture for failure to work inventions locally, (replacing them 
with compulsory licensing provisions with a discretionary power in 
the Commissioner of Patents to revoke patents), Prime Minister 
Bennett was still able to state at the time of passage of the 1935 
macent act: 


"Section 65 is placed in this statute to ensure that 
Canadian workmen will be employed in the manufacture of 
patented articles under patents granted by... Canada." 
fansarc, gune .4, 19357.p~3266)). 


Section 65 (now 67), forming part of the compulsory licensing- 
provisions of the present patent act, provides as follows: 


"67(3) For the purpose of determining whether there has 
been any abuse of the exclusive rights under a patent, 
it shall be taken... that patents for new inventions are 
granted not only to encourage inventiong but (fos secure 
that new inventions shall so far as possible be worked 
on a commercial scale in Canada without undue delay." 


One hundred years ago Sir John A. Macdonald adopted a national 


policy of protectionism in order to support the development of 


industries in Canada. An unrestrained pursuit of a similar policy 
today is certainly not “in the Canadian-interest. Canada already 
has a substantial 'mix' of industries in virtually all fields and 


technologies. There are some gaps (such as those detailed by@ 


Pierre Bourgault in his Special . Study’ No. ..23 for , the» Scicngae 
Council of Canada -- "Innovation and the Structure of Canadiang 
Industry"). But the conversion of Canada from an essentially@ 
agricultural society to an industrial society has already takeng 


place. “Canada’ can no longer afford to pursue a, policy of mercam@ 
tilism. 


Mercantilistic economic policies should, however, be distinguished 
from contemporary policies which are directed tO encouraging 
indigenous technological. innovation activity . im 1Canada, The 
Economic Council in "Looking Outward" argued that the best inter-= 
ests of a developed country entering the postindustrial phase of 
its development lie in the exploitation of the comparative advan- 
tages inherent in having a highly educated labour force (pp 64-65, 
133). The council particularly acknowledged the benefits arising 
from the exploitation of innovations and the opportunities which 


may arise out of developing technology-intensive industries 
(peta 2) 
The importance of stimulating technological innovation and 


exploiting recent scientific developments as a means of improving 
industrial performance is widely recognized. The Senate's report 
On science policy gives a succinct but exhaustive exposition of 
its views as to the goals which should be pursued through science 
and through the exploitation of technology (vol 2, pp 338-365 and 
374-379). Their conclusion was that: 

"ses the. promotion of technological innovation in” “mang= 
facturing industry should become a major objective of 
government policy." {vol 2, p 486) 


The government, in the February 27, 1974 speech from the throne, 
indicated, in part, its policy objectives in respect of supporting 
innovation in Canada as follows (Hansard, February 27, 1974, p 3): 


"The development and use of technology is also essential 
to the Government's approach to increasing national 
economic production. Steps will be taken to obtain 
greater returns from industrial research and development 
as well as technological innovation in Canada. 


Scientific knowledge and its application is a keystone 
to meeting the challenges facing Canada, including those 
in the area of food, energy or industrial development. 
The objective of the Government's science policy is the 
rational generation and acquisition of scientific know- 
ledge and the planned use of science and technology in 
Support of national goals." 


his policy is not a recent trend within the Canadian government. 

In 1966, a statement made by the Honourable C.M. Drury, then 
Minister of Industry for Canada, to the Second Ministerial Meeting 
on Science of OECD, January 12-13, 1966, contained the following 
observations under the heading "Policy and Principle": 


"Our basic premise is that technological investment is 

the great progenitor of economic growth. Technology 

enters the economy through the process of innovation 

which is one of the important driving forces of a modern 

industrial economy. The task facing governments’ then, 
| is to stimulate the innovation process so as to ensure 
the rapid and effective exploitation of new scientific 
and technological advances. The solution involves’ the 
creation of a favourable climate for innovation and the 
devising of techniques to promote research and develop- 
ment in industry, where it can be applied for economic 
purposes." 


and the further statement: 


ee 


| tin ei cases, the, primary objective »4s) to.) antroduce 
| scientific knowledge and the associated technical skills 
into industry where they can be directly exploited for 
economic ends." 


As a national goal, support of indigenous innovation should not be 
confused with the protectionist system established under Sir John 
A. Macdonald's national policy of 1879. Rather, « the .pelrey. of 
encouraging Canadian industry to engage in innovation-oriented 
Betivities can be justified, in the special case of new tech- 
nology, not on the basis of employing Canadians for employment's 
‘sake, but in order to ensure that Canadian industry will have the 
Meapacity to capitalize on future advances as they arise. 


The key concept here is the development of a Canadian industrial 
Capability to exploit new technology. 


The encouragement of an indigenous technological capability in 
Canada should be recognized as a goal separate from that of 
encouraging innovation in Canada. These two objectives are, how- 
ever, intimately related. As long as Canadian industry is) not 
involved in the development of techniques for the exploitation “of 
new technology, there will be little chance that Canadians will be 
responsible for substantial new advances. Exposure to background 
technology can be an important prerequisite to both the generation 
and adoption of new technology. Industrial experience in the 
exploitation of new technology can improve both Canada's techno- 
logical absorptive capacity and, as well, the ability of Canadian 
industry to introduce its own Vises cine. 


The Economic Council, in its Fifth Annual Review, outlined the 
importance to Canada of developing an indigenous technological 
Capability. 


The report states (p 54): 


"In our view, no task may be more important for 
improving Canada's innovative performance than to 
strengthen the capabilities of Canadian management to 
understand and manage technological change and the inno- 
vative process." 


ana: (pies Soe: 


"We emphasize again, however, that improvements in 
information transfer must be Prcoupled Piwith? at stronger 
capability on the part of Canadian management to under- 
stand, interpret, and apply such information. Economic 
benetits are “measured, mot Gin “terns of aintomatron 
flows, but in terms of practical results achieved ‘in 
production. 


The report of the working group established by the Government o@ 
Canada under the Honourable Herb Gray, "Foreign Direct Investment 
in Canada" ‘(published an £972)” concluded as follows: (pp 232-2): 


"A number of important conclusions ‘emerge, From vinese 
facts. “Firstly, as ta country likely Jtoeremnaiim tan smpor— 
tant amporter of technology, “it. 9 Ws “isenstdble ilo sitake 
special care in developing a strong capability in buying 
EeCHnoOLOgy'. 


Secondly, several cogent reasons exist for further 
strengthening indigenous technological capacity; to 
reduce -the proportion of output which) Hsaisinw) truncacen 
forms; to: strengthen "Ganada“s bargaining: capacity: sin 
Tespect of imported) technology; (to help create: thes vechi- 
nological and entrepreneurial environment needed in 
Canada; and to help create the capacity to buy foreign 
technology." 


Arguments have been raised against the development of an indige- 
nous industrial structure which relies extensively on the econo- 
mies of imitation.* But on. ‘the: other: “hand, the “realities sos 
relative population and scale of investment dictate that Canadians 
could never hope to originate more than a very small percentage of 
the signiificant innovations arising continuously throughout the 
world. 


Viewed from the basis of the overall impact that the patent law 
will have on Canadian industry, there are likely better prospects 
for benefits to Canada under a patent system which is conducive to 


cf Speech by Vernon Marquez, President of Northern Electric 
given at a conference sponsored jointly in 1969 by the Canadian 
Institute on Public “Affairs ~ and? “they CBC} published in ae 
science Policy for Canada" by the Institute in 1970. Aliso) ‘the 
Economic Council's Fifth Annual Review, p 56. 
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the early adoption by Canadian industry of new technology gene- 
rated abroad than under a law which relies solely on encouraging 
original innovation. But whether the goal of a new Canadian 
patent law is focused on encouragement of original or adaptive 
innovation in Canada, both of these objectives require that 
Canadian industry should have the technological competence to 
apply new technology. Technological competence can best arise 
through direct and intimate involvement in the exploitation of the 
most advanced contemporary technology. Inventive or innovative 
creativity is more likely to arise in an industry which has_ had 
experience in the fields of existing technology. 


An example of how creativity can arise out of continued exposure 
to background technology is the invention of the polaroid dry-film 
process by Dr. Edwin H. Land. In an article entitled ‘On some 
Conditions for Scientific Profundity in Industrial Research"*, 
Doctor Land describes the original conception of this invention as 
follows (pp 9-10): 


— 


} 
"T recall a sunny vacation day in Santa Fe, New Mexico, 


when my little daughter asked why she could not see at 
once the picture I had taken of her. As I walked around 
that charming town I undertook the task of solving the 
puzzle she had set me. Within the hour, the camera, the 
film, and the physical chemistry became so clear to me 
that with a great sense of excitement I hurried over to 
the place where Donald Brown, Our patent attorney (in 
Santa Fe by coincidence) was staying, to describe to him 
in great detail a dry camera which would give a_ picture 
immediately after exposure. 


"In my mind it was so nearly complete and so real that.I 
spent several hours describing it, after which it /was 
perhaps more real to him than even the ultimate reality. 
Only three years later, three years of the timeless 
intensive work referred to above, we gave to the Optical 
Society of America the full demonstration of the working 
system". 


Dr. Land then continues, explaining how his previous years of 
experience in the field of polarized light had prepared him to in- 
stinctively comprehend and ultimately perfect the method by which 
the dry-film process could be created: 


"What is hard to convey, in anything short of a thick 
book, is the years of rich experience that were com 
pressed into those three years. Tt was. assaf edt thet 
we had done in learning to make polarizers, the know- 
ledge of plastics, and the properties of viscous 
lignids,;, the preparation of microscopic crystals smaller 
than the wavelength of light, the laminating of plastic 


* cf "Nurturing New Ideas, Legal Rights and Economic Roles", 
Bureau of National Affairs Inc., 1969. 
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sheets, living in the world of colloids in supersat- 
urated solutions, had been a school and a = preparation 
both for that first day in which I suddenly knew how to 
make a one-step dry photographic process and for the 
following three years in which we made the very vivid 
dream into a solid reality. 


"Once again we can see the significance of environment, 
of a corporate life whose managerial center was con- 
cerned with scientific ideas, a corporate life in which 
everyone participated in the mastery, day by day, of the 
new technological problems that arose in our search for 
better polarizers and new ways of using them. The trans- 
fer) fromthe! freld ‘cof*polarized Light tothe Lieidesicc 
photography was for us all a miraculous experience, as 
if we had entered a new country with a different lan- 
guage and different customs, only to find that we could 
speak the language at once and master the customs. In 
short, the kind of training we had given ourselves in 
the field of polarized light had endowed us with a 
competence we had not sought and did not know we _ had; 
namely, a competence to transfer what must be a common 
demoninator in all honestly pursued research, from one 
field to an entirely different one." 


These words, by a man who must be acknowledged throughout’ the 
world)for His “contribution “'in “concelyino and “develovoing © the 
Polaroid-Land camera, speak eloquently of the relationship between 
intimate exposure to known technology and the seeds of creativity. 


As suggested by the Economic Council in its Report on Intellectual 
and industrial Property (pv5)% 


"Out of the present generation of technologically 
curious Canadian invention-users comes part of the next 
generation of Canadian inventors." 


Paraphrasing this argument in terms of contemporary vernacular: 


"Yow have’ tobe where Lt is¢ati an order—to © be Grable «to 
follow where it is going." 


It is against this background that the contribution of the patent 
system to the advancement of national technological capabilities 
should be evaluated. 


If foreign patentees can be induced to share with Canadian 
industry the knowledge, skills and knowhow developed in the course 
of commercializing their inventions, then the chances will be 
improved for Canadians to be in a better position in the future to 
go forward with further advances on their own. By the early 
adoption and integration of new technology, Canadian industry will 
be in a better position to generate its own original innovations. 


= Oe 


fhe proposed law, therefore, proceeds on the basis that, by 
sncouraging the local working of inventions (preferably under 
licence to Canadian enterprises), Canadian industry will have an 
opportunity through increased exposure and experience with new 
technology to develop its technological capabilities. 


The Economic Council conceded that the working of foreign inven- 
tions in Canada would normally be the most complete and effective 
means for transferring technology into Canada (p 84). However, 
the council also warned of the potential costs associated with 
encouraging such local working. Accordingly, while provisions for 
encouraging local working have been incorporated in the proposed 
law, two ancillary features have also been incorporated aS essen- 
tial and necessary adjuncts to the work-in-Canada features. The 
effects of the incentive to local working will be moderated by a 
relative shortening of the duration of patent protection and by 
the introduction of the concept of 'exhaustion'. Both of these 
features are discussed in detail subsequently (infra pp 206 and 
e441). 


/Provisions for encouraging the local working of patented inven- 
tions have been included in the proposed law in the hope that, 
properly moderated to avoid encouragement of inefficient Canadian 
encustry. the proposed patent law can, on the balance, serve 
Canadian interests. The next issue for consideration is the best 
means for encouraging local working. 

| 


J.3 Mechanisms for Encouraging Local Working of Inventions 


The present Canadian law provides for the grant of compulsory 
licences on application where, after three years from | grant, . (ahe 
patentee has failed to establish local working of his invention in 
/ Canada. Compulsory licence provisions exist in, Most major 
countries throughout the world (with the notable exception of the 
MUS). How effective are such licensing provisions in encouraging 


patentees to share the technology they have acquired: 


Statistically, there has been relatively little use of formal 
compulsory licensing procedures in most countries. The Banks 
committee, analyzing the equivalent sections in the UK,-) reported 
that over 1959-68, only 16 such applications (nonfood-drug) were 
filed and two applications granted (Banks, appendix D(d)). Over 
the same period in Canada, 23 applications were filed, ‘of Wwhien 
three were formally granted, three refused and the rest either 
withdrawn or abandoned.* 


An updated summary of the disposition of all compulsory licence 
applications under the Canadian act since 1935 is included as 
table 9 in this paper. A distinction must be made between compul- 
sory licences to manufacture and those permitting importation. The 
discussion that follows relates only to licences to manufacture. 


* Canadian Patent Office records. 
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According to statistics compiled in the UNCTAD report (table 137% 
p 111) Canada and the UK have experienced greater activity under 
compulsory licensing procedures than all other countries in _ the 
world. Only Denmark, Norway, India and the Republic of Korea are 
listed, over the periods canvassed, as having actually granted any 
licences at all. Compulsory licensing elsewhere is a nonexistent 
phenomenon. 


While it may appear that the compulsory licensing provisions of 
the law are little used, it is often argued that they are “am 


incentive for patentees to grant licences voluntarily. Many of 
the abandoned compulsory-licence applications may, in fact, con- 
stitute voluntary settlements between the parties. Many more 


applications may never have been filed because threats of compul- 
sory-licence proceedings forced a settlement. 


But a licensee must clearly demonstrate his insistence on 
acquiring a licence in order for the 'incentive' force of the com- 
pulsory-licence procedure to have an effect on voluntary negotia- 
tions. The statutory proceedings are not easy to pursue, nor do 
they place the compulsory licensee on a competitively equal 
footing with the patentee. 


Table 9 


Applications for Compulsory Licences 


(Brom, 1935) to Apriny72 4) ah9i//5) 


Withdrawn 
Granted Refused or Abandoned Pending Total 
Section 67 LO a) 39 2 61 
Section’ 41( 3) 19 4 26 ~ 49 
Section 41 (4) 139 4 2a: 28 192 
168 18 86 30 302 
source: Canadian Patent Office records. Section 41(4) licences 


permitting importation became available from 1969. 


The Economic Council suggested that, with appeals available, the 
average pendency of an application for a compulsory licence for 


Canada is two years. The Economic Council continued to observe 
chat “(p7'66)": 
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"Such legal contests can be very expensive and the mere 
| potential... serves to discourage applications for com- 
pulsory licences." 


nd warned that (p 93): 


"*,. if a system of compulsory licensing is to work well 
- to encourage full technological transfer and inven- 
tion-embodying production in Canada... it must ‘operate 


with a fair degree of certainty and speed." 


3ut as long as a potential licensee requires not only a _ licence 
inder the patent but also the assistance of the patentee in 
supplying essential knowhow, compulsory licensing procedures are 
1ot likely, in the words of the Economic Council, to "encourage 
Full technology transfer". 


\ proper transfer of technology requires a cooperative relation- 
ship between the technology supplier and the technology receiver 
as part of a voluntary commercial exchange. An involuntary 
licensor, who is in an adversary position vis-a-vis his licensee, 
cannot be expected freely to relinquish additional pertinent know- 
how and other information. In fact by applying for a compulsory 
licence a manufacturer may convert a relatively placid competitor 


into a formidable opponent. 


Perhaps one of the reasons why compulsory-licence provisions have 
attracted relatively little attention is that a potential licensee 
must necessarily look ahead to the possibility that the patentee 
will be his major competitor once he obtains a licence and 
attempts to enter the Canadian market. What is to prevent the 
patentee from drastically reducing his prices for the Canadian 
market to a point where they are marginally above his costs? 
Exclusive licences have theoretically been available under the 
present Canadian law, but they have never been issued. Faced with 
the patentee as a competitor, the licensee would have little 
margin for profit, even if he could manufacture as efficiently as 
the patentee. The very possibility of this occurring may have 
contributed to the limited use of compulsory-licence procedures. 


Rather than encouraging the transfer of technology, compulsory- 
iticence provisions should be understood as merely operating to 
reduce somewhat’ the otherwise impenetrable barrier oF the 
-patentee's monopoly. That barrier is not eliminated, but merely 
‘reduced. Faced with a resisting patentee, the compulsory-licence 
‘mechanism to the licensee-candidate is more to be viewed aS a 
hurdle to overcome and as something to be avoided, unless there is 
a real need to adopt new technology. 
In summary, while compulsory-licence provisions may guarantee that 
access to inventions is available, they cannot create the desir- 
able, and sometimes essential conditions of a willing licensor 
‘and licensee that will maximize prospects for an effective trans- 
fer of technology. Rather, such provisions are more likely to be 
of relevance only to an experienced applicant who is anxious to 
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adopt the new technology and has the capability and initiative to 
do so on his own without cooperation from the patentee. Compul- 
sory licensees provide access to inventions, but are not an effec- 
tive vehicle for’ full ‘technology transfer. 


Under these circumstances, the only effective way to provide a 
positive incentive for patentees to arrange for the local working 
of their inventions is to place them in. the, position that. them 
must find a licensee (or establish local production facilities) 
within a reasonable period or lose their patent rights. Once a 
patentee is faced with these alternatives, it is likely he will 
consider seriously the prospects for finding.a local .,licensee am 
Canada. Further, it is likely that he will only be able to .obtag@ 
the cooperation of a local licensee by including the sharing of 
knowhow in his licensing arrangements. 


Such a "two-tier" system has already been proposed in WIPO as part 
of the revised draft model law for Developing Countries.* It hag 
the advantage of leaving the decision of whether or not to incor- 
porate new technology into local production facilities up to the 
businessmen involved. The incentive for the patentee to license 
his patent rights and associated knowhow will be the prospect of 
obtaining an extension of a portion of his exclusive position in 
the Canadian market. If adequate licensing or production arrange- 
ments are made, the patentee will be entitled to continue to 
supply part of the Canadian market by importation without fear of 
competition from other foreign manufacturers. He will have _ to 
share the market with any Canadian licensees, but under the cir- 
cumstances, part of a monopoly may be better than none. As  welig 
Canadian manufacturers will be encouraged to license under patents 
for the extended term by the prospect of obtaining a head-start in 
applying new technology with the full cooperation and assistance 
of the foreign patentee. 


At the same time, as long as the period of extension available is 
not excessive, both the patentee and any interested licensee will 
be forced to evaluate the long-term viability of any investment 


made in Canadian production facilities. Both the patentee and 
licensee will have to look ahead to the day when their temporary 
Protection! from the forces of competitions: Wil! Yend. This will 


tend to mitigate some of the risks that the patent incentive will 
contribute to the creation of inefficient production facilities am 
Canada. 


Further, although it would be generally more desirable to provide 
public support for the upgrading of industrial technology on a 
selective basis, the patent system at least has the” selective 
element of applying only to new technology. As indicated by the 
Economic Council in its report "Looking Outward", general support 
for activities with a high technological content reduces to some 
extent the risks of supporting activities which may turn out to 
constitute a misallocation of resources Goenka s 


* cf WIPO document WG/ML/INV/II/1, FPebruaty. 24,. 1.9/5. 
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Finally, at all times the patentee and any Canadian licensee will 
have to accept the limiting restraints that the entry of patented 
goods under the provisions on exhaustion will have on the pricing 
policy for goods being sold in Canada (infra p 141). 


In this manner it is expected that the Canadian patent system will 
be able to benefit Canada by supporting the transfer of technol- 
ogy, while at the same time limiting the costs associated with 
Supporting the creation of inefficient production resources 
through the granting of exclusive rights. 


In making the decision to propose a two-tier patent term, the 
Economic Council's proposal with respect to compulsory licences 
was not adopted. An analysis of the nature of that proposal and 
the reasons for avoiding its adoption will now be outlined. 


K Economic Council's Compulsory Licensing Proposals 


The Economic Council proposed that (p 91): 


"al11.Canadian patents should... become eligible for ‘an 
automatic non-exclusive licence to manufacture in Canada 
five years after the (date of the Canadian application 
or the first commercial use anywhere in the world, 
whichever is later)". 


The purposes behind this recommendation were said to (p 91): 


1. give Canadian producers an opportunity to work in- 
ventions; 


2. encourage the working of a wider range of invention 
in Canada; 


3. encourage lower prices for consumers in Canada. 


The Economic Council indicated (pp 93-4) that it considered the 
uncertainty and delay inherent in the present compulsory licence 
system as a hurdle to the adoption of new inventions by Canadian 
industry. By making such compulsory licences available as-of- 
right the barriers of administrative delay and uncertainty would 
be eliminated. 


In order to accommodate the various periods or lengths of time 
within which patentees carry out the preproduction development of 
Manufacturing techniques, the Economic Council proposed that the 
five-year period of absolute private monopoly should run only from 
the date of first commercial use of the invention anywhere in the 
world. This would guarantee every patentee a full five-year head- 
start period before having to submit to competition in Canada from 
Canadian licensee-manufactures. 


As indicated above, the proposed law attached to this working 


paper contains provisions which will lead to the early termination 
of patent rights in cases where the patentee fails to establish 
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local working of the invention in Canada. While it would not be 
impossible to impose the Economic Council's licensing proposal 
over the two-tier patent system, the proposed law does not incor-— 
porate such a feature. 


The council's compulsory licensing scheme has not been adopted for 
a variety of reasons.’ Those reasons” include: 


(Dy recognition? that compuisory Picensing, due tome ric 
importance /of knowhow, is far’ less” desrrabler  ciran 
voluntary licensing which includes knowhow; 


(2) the expectation that the two-tier system will pro- 
duce a significant degree of voluntary licensing; 


(3) the desirability of retaining a) degree’ "ol exciu— 
sivity during the extended portion of the patent 
term to serve aS a maximum incentive for patentees 
to license their inventions for working in Canada; 


(4) technical flaws and deficiencies in the Council's 
proposals. 


The council's proposals will now be examined in greater detail. 
Kell yAnalysis in therCouncilis sroposal 


If the two-tier system were not adopted and a conventional single 
term Of patent protection’ was “made “subject "toy the ecouncihias 
proposals, then such a system would, under certain circumstances, 
be of particular benefit to foreign patentees. Under the scheme 
as proposed by the council, as long as no Canadian manufacturer 
came forward to obtain a licence, the effect would be to permit 
the patentee to enjoy the full benefits of exclusive control of 
the Canadian market for the purposes of importation. Because the 
Economic Council would limit its compulsory licences to be avail- 
able only for manufacturing in Canada, alternate foreign-source 
suppliers of patented goods would continue to be excluded from the 
Canadian market. Canadian consumers would be forced to purchase 
Only goods originating from the patentee and could not shop around 
for alternate foreign sources. 


Thus), under ‘the <Economic: Council's ‘proposals, as) long, ace 
Canadian-based competitor arose, the patentee would be free to 
Maintainva competition=-free pricing poliey for =the § full term vom 
patent protection (subject, or course, to imports permitted unde# 
tne council's import provisions s. This system should be con- 
trasted with that of the proposed law which would, in the case of 
inventions which are not worked locally, throw open the right of 
all Canadians to shop for goods abroad upon the termination of the 
patent Pight, after the initial term, 
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With respect to the circumstances of Canadian manufacturers who 
would have the willingness and capability of adopting new, 
patented technology (without the cooperation of the patentee that 
might otherwise be available under a voluntary licence) the com- 
pulsory-licence scheme proposed by the Economic Council has a 
further defect. 


The effect of tying the commencement of the five-year term to 
first commercial use is to delay the availability of the invention 
until the patentee has taken the initiative to work the invention. 
Since the Economic Council recommended the retention of a 17-year 
term (running from date of application), access to an _ unimple- 
-Mented invention otherwise than by a negotiated licence would 
_Occur only on the expiration of the 17-year term. This should be 
contrasted to the provisions of the present law which make _ such 
licences available after three years from grant. 


Under the Economic Council's proposal a patentee who chooses not 
to utilize his invention commercially until the twelfth year 
(where the full term is 17 years) would be effectively free of any 
responsibility to license his invention during the life of his 
patent. Of course, one could meet this last objection by imposing 
the traditional compulsory licensing system over the proposal of 
gine Economic Council. ‘But by doing so, there is an effective 
-admission that the council's proposal does not solve the problem 
of ensuring early access for Canadians to new technology that is 
subject to patent rights held by foreigners. 


The Economic Council's proposal, without the retention of the 
traditional compulsory licensing provisions, would make access’ to 
patented inventions through a licence-of-right available only 
after the patented technology had become old. Canadian manufac- 
turers would only be guaranteed access to new technology after the 
patentee had acquired five years of experience in its exploita- 
£ion. 


If the patent system is to assist Canada in encouraging the devel- 
Opment of industry which is prepared to advance with the frontiers 
of development of modern technology, then such a delay would be 
self-defeating. During the five-year period of foreign produc- 
tion, further improvements and refinements will probably be dis- 
covered, based on use of the patented process or article. These — 
May give rise to further patents. 


As suggested earlier, by participating at the earliest possible 
stage in the exploitation of this new technology, Canadians will 
have better prospects to acquire patent rights in improvements 
flowing from the use of earlier technology. The benefits of patent 
rights so acquired would, or course, not be restricted to Canada, 
Since inventors are entitled to apply for and control patents for 
their inventions in virtually every country of the world. 
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K.2 Technical Problem of Determining First Commercial Use 


Another difficulty of a technical nature exists in attempting to 
adopt the Economic Council's compulsory licensing proposals. This 
problem turns on the means for determining the date of first 
commercial use of a patented invention anywhere in the world. 


Unfortunately, there may be considerable administrative expense 
and uncertainty inherent in any mechanism established for deter- 
mining actual commercial use. This is particularly true where the 
bulk of inventions are first commercialized abroad. The bulk of 
patents are for narrow, technical features of industrial articles 
or processes and a considerable number of man-hours would normally 
be required to evaluate whether a patented invention is being 
worked. It takes time to read and understand a patent disclosure, 
particularly the difficult and carefully worded claims which 
define the scope of monopoly. Such articles would have to be 
examined, and where complicated, evaluated by experts familiar 
with that technology. 


The ability to read and understand patent specifications is the 
specialty of the patent agent. Ordinary engineers and production 
personnel are normally unable or unwilling to assume the respon- 
sibility of determining whether an industrial article or process 
falls within the scope of patent claims. 


Applying this to the proposals of the Economic Council, a parti- 
cular difficulty arises: from: ithe availability “of scompulscoms 
licences hinging on the first use of an invention anywhere in the 
world. Apart from the question of whether concealed -- or open- 
infringing use would qualify as ‘use', Canadian patentees would 
presumably be required to establish, at least on request after 
five years into the patent term, not only whether the patentee 
himself was using the invention, but also whether it was being 
used by any parent, subsidiary, other affiliated organization or 
arms-length assignee anywhere in the world. Compulsory-licence 
applicants could not be expected to establish the date of first 
commercial use (this would defeat the objective of formality-free 
access to obtain licences). Therefore, patentees would have to be 
obliged to establish as a fact non-use of the invention. 


Due to its nature such an exercise, involving as it does the 
procedure of inquiry and exchange of information between patent 
professional and production specialist, the international nature 


of the search imposed on the natentee could be a= substantial 
burden. 


Under the first-world-use proposal, either considerable resources 
would be applied in carrying out the type of world inquiries des- 
cribed, or Canadian manufacturers would only use the system with 
respect to those successful inventions which have been in open or 
notorious use for a full five. vears, In. the. “first ‘case, “thm 
objections of patentees to such a system deserve consideration. In 
the .latter case, ‘access’ to a ‘significant number of relevans 


inventions would not become apparent until the patentee had become 
thoroughly entrenched. 
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It is on the basis of the foregoing analysis that the general com- 
pulsory-licence proposals of the Economic Council have not been 
adopted in the proposed draft law. 


L Economic Council's Policy on Importation 


The Economic Council, in dealing respectively with patents, trade- 
marks and copyright in its Report on Intellectual and Industrial 
Property, consistently recommended that in each field provisions 
be introduced to advance the free flow of goods into Canada. The 
suggestion was made in every field to incorporate provisions in 
the law allowing the free importation of goods from foreign 
-sources, under certain limited circumstances. 


L.1 As Applied to Trademarks 


In the case of trademarks, it was observed (pp 199-204) that 
trademark rights had in some cases been used to limit competition 
that would normally arise through arbitrage between various 
markets.* 


In order to assure that similar goods produced by a related com- 
pany and sold at lower prices in foreign markets could be imported 
into Canada in competition with higher-cost Canadian goods, the 
council proposed that the trademark right not apply in such cases. 
This would effectively neutralize the potential of the trademark 
right to serve as a private nontariff barrier to trade. 


‘This policy was endorsed in the working paper on trademarks 
released in 1974. 


i.2 As Applied to Copyright 


Similar proposals were made regarding copyright. The’ “counceL 
Observed (pp 152-4) that a substantial difference exists between 
prices for certain books being printed in Canada and abroad and 
that as a result of certain provisions of the present copyright 
law, the Canadian book-reading public had no choice but to. pur- 
chase the more expensive Canadian-printed books. The” “counca. 
recommended that (p 155): 


"Canadian copyright law should not deny anyone the right 
to purchase works protected by copyright in other 
countries where they also enjoy copyright protection 

and to import these works into Canada." 


* By ‘arbitrage', the Council was referring to the process by 
which traders purchase goods in markets where goods are avail- 
able at relatively cheap prices and introduce them for sale at 
competitive prices in other markets where prices are higher. It 
is generally believed that the prospect of competition arising 
from arbitrage will put a ceiling on prices within local 
markets. 
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The copyright proposal is broader than the trademark provisions — 
since, unlike trademarks, there is no qualification that _ the 
goods, to pass freely. must have been purchased from a_ person 
related to the Canadian owner of the copyright. 


L.3 As Applied) to Patents 


In its review of patents the Economic, Council took.a positiog 
similar to that recommended in respect of revisions to the copy- 
right) law.«) The councils proposed that i(py,90)i: 


"The patent right should be so defined that neither the 
holder of a Canadian patent nor any licensee thereunder 
should have theirignt to prevent’ ther 2zmportation ante 
Canada by any person of the patented article ... from 
other countries where the article ... enjoys patent 
protection. 


The report then went on to explain that the main purpose behind 
this recommendation was to: 


" .. prevent a patentee from using the Canadian patent 
system as a means of assisting any international price 
discrimination to Canada's disadvantage -- i.e. from 
charging an unjustifyably higher price in Canada than in 
other countries where he has patent protection." 


It was also remarked that an additional effect would be to: 
"... discourage future use of the Canadian patent system 

as a trade barrier behind which to set up high-cost 

internationally noncompetitive production in Canada." 


This position differs from the proposal for trademarks in that the 
identity of the originator of the foreign-produced goods is 
ignored. Under the patent proposals, if there is patent protec- 
tion in the local foreign market, then once marketed, the goods 
would be free to circulate in Canada. The Economic Council was 
quite specific that: 


"Canadian patent-holders or their licensees should have 
theseright to prevent). <., importation @ivome icountrresawan 
which patent protection for the relevant article ... is 
not available." 


These proposals are compatible with the theory that in marketing 
goods under protection of local patent rights, the price of goods 
will normally be set above those prevailing under competitive 
market conditions and the patentee would presumably thereby obtain 
his due reward. This reward could pass directly to the patentee 
1£ the foreign goods originate with him or’ could jJatise »throuds 
royalty payments from a locally authorized licensee. 


The council's proposal with respect to the fate of goods marketed 
abroad by a nonlicensed infringer is unclear. If the council in- 
tended that the mere existence of patent rights in the foreign 
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market should free goods for importation to Canada, then this is 
equivalent to saying that patentees should be obligated to enforce 
Hheir rights centrally, at the source of infringement. The cor- 
responding national policy, that only manufacturers should be 
liable for infringement and not distributors or vendors of 
patented products was, however, never proposed. 


‘An alternate policy that could be adopted would be to allow the 
Canadian patentee to retain the right to restrict importation of 
goods originating from an infringing (unauthorized or unlicensed) 
source. This alternative makes the identity of the source of such 
goods a Significant issue. LEY LSy Yequivatent “to vthe proposal 
accepted in Europe with respect to the exhaustion provisions of 
the convention for the European Patent for the Common Market. 


‘This convention, signed December 15, 1975 at the final diplomatic 
conference held in Luxembourg includes an express limitation on 
the patent right in Articlé 32, which ‘reads ‘as follows: 

| "Exhaustion of the rights attached to a Community 
Patent: 


(1) The rights attached to a Community patent shall not 
extend:to. acts "concerning “a+ .product™) covered? "by “that 
patent which are done on the territory of the Contrac- 
ting States after the proprietor ofrtherpatent “has” out 
that product on the market in one of these states. 
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| (2) The provisions of paragraph 1 shall also apply with 
| regard to a product put on the market without infringe- 
ment of the community patent by a contractual licensee 
or by a licensee under article 44." 


This article implements the traditional European view that having 
once voluntarily sold patented goods on the market, the patentee 
has exhausted his rights under the patent to retain thereafter 
Burther sale, circulation or use’of ‘such goods. The Community 
Patent provisions therefore reflect a policy which focuses on the 
person who originates the patented goods. 


If the intention of the Economic Council was that the mere exis- 
tence of local patent rights operate to permit goods originating 
in such jurisdiction to be imported into Canada, then serious 
Objections can be raised against implementation of its proposal. 


mee Cfifect of such a provision would be to. force holders of 
Canadian patents to rely on the courts of foreign jurisdictions to 
Protect and preserve the benefits of their patent rights in 
Canada. An obligation to pursue 'central enforcement' of patent 
rights is open to the same objections raised against 'central 
attack' in the 19th century debates leading to the introduction in 
1900 of art 4bis of the Paris Convention. 
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Art 4bis (1), as introduced at the revision conference of 
Brussels, 1900, provided: 


"(1). Patents applied for, in. .the  .varlous,pcontragting 
states ... shall be independent of patents obtained for 
the same invention in other states ..." 


This article was introduced to prevent member countries from 
adopting provisions which would tie the validity of the local] 
patent to the fate of some foreign patent. 


Canada has adhered to the provisions of the Paris Convention at 
the level of the London revision, and any introduction of provi- 
sions requiring central enforcement may be within at least the 
spirit of the type of provisions barred by article 4bis. 


Thus, it would not be appropriate to adopt the proposals of the 
Economic Council with respect to the free importation of certain 
classes of patented goods under the version reviewed above. 


However, in preparing the proposed draft law, the principle of 
'exhaustion', based on the precondition that persons authorized 
(or presumed to be authorized by the patentee) have caused goods 
to be introduced into the market, has been adopted. 


In maintaining this version of the Economic Council's proposals, 
the impact of exhaustion as an instrument for limiting or putting 
a ceiling on the incentive force of the patent right has been 
recognized. The mechanism of exhaustion can serve to limit the 
circumstances under which patent rights may act as an incentive to 
invest in production facilities in Canada and thereby meet the 
object of the Economic Council that the patent system should not 
Support the establishment of high-cost production facilities in 
Canada which can never aspire to exports. 


The proposal of the Economic Council with respect to reducing 
import restrictions has not been adopted in one further respect. 
The council specifically allowed that a free right of importation 
would not be allowed to arise with respect to goods originating in 
a country lacking patent protection. However, the English and 
Canadian law has long carried a presumption that where a patented 
article is sold by the patentee without restrictions, the pur- 
chaser is entitled to deal with it as he pleases. This would 
include resale in any country in which the patentee holds a patent 
(H.G. Fox, "Canadian Patent Law and Practice", 4th edition 1969% 
Db 325)0 


In an authoritative English decision (Betts vs Willmott*) Lord 
Hatherley stated in 1871 that: 
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"Unless it can be shown, not that there is some clear 
injunction to his agents, but that there is some clear 
communication to the party to whom the article is’. sold, 
I apprehend that, inasmuch as he has the right of 
vending the goods in France or Belgium or England, or in 
any other quarter of the globe, he transfers with the 
goods necessarily the license to use them wherever the 
purchaser pleases. When a man has purchased an article 
he expects to have the control of it, and there must be 
some clear and explicit agreement to the contrary to 
justify the vendor in saying that he has not given the 
purchaser his license to sell the article, or to use it 
wherever he pleases as against himself." 


Further cases have held that where a subsequent purchaser has 
notice of restrictive conditions expressly imposed by the patentee 
and accepted at the time of original sale, such purchaser can 
become liable for infringement. (see Fox, op. cit. p 386). But 
the House of Lords in England has ruled that restrictive condi- 
tions do not 'run with the goods' to fetter subsequent purchasers 
who have no notice of them (National Phonograph Co. of Australia v 
Menck*). Thus, exhaustion already exists in theory under the law, 
at least where a person purchases goods originating from the 
patentee without stipulation of restraint, irrespective of whether 
local patent rights exist. 


the subsequent importation of goods into Canada, then that is a 
Matter of contract between the patentee and purchaser. Persons 
having notice of the terms of that contract may become liable for 
Mistigating or assisting in its breach. Such breaches would be 
subject to the law of the foreign country in which the contract 
was made. Canada, however, need not support enforcement of that 
mencract through grant rights against the public “at large under 
Canadian patent law. 


meen a purchase is made subject to express conditions limiting 
| 


Accordingly, the express suggestion of the Economic Council, that 
import restrictions be permitted against goods originating in a 
country not offering patent protection, has not been accepted. 
Rather, goods originating from the patentee, or from persons re- 
lated to him (as explained in greater detail subsequently) will be 
mesumed to have been, 'paid for' for all purposes, under the pro- 
posed patent law. 


The next subject to be considered are the features of the present 
patent law which argue for the need for reform. 


me (1911) AC 336. 
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M Need for Reform 


Prior to development of the actual proposals for a new patent law 
for Canada, certain aspects of the present law will be reviewed. 
Although the present law may appear to be working, there is a need 
to make revisions in the law. Immediate provisions would be 
desirable both-inwthesinterest ofsithe public! sand)gto gmake “ame 
patent system more rational for patentees. The following analysis 
outlines briefly features of the present act which may be subject 
to criticism and which indicate the present need for reform. 


M.l Substantive Matters 
M.1.1 Term -- s 49 


Section 49 of the present act provides that the patent term shall 
extend for 17 years from the date of grant of the patent. Though 
this is not universal, many other countries in the world tie the 
commencement of the patent term to the filing date. A change in 
Canadian law placing a limit on the extention of the patent term 
into the future, rather than allowing it to be. prolonged by, Gig 
period of pendency for examination before the Patent Office, is 
urgently needed. 


One example of the effect of the present provisions, (where the 
term runs from grant) occurred in the case of Radio Corporation of 
America v Philco Corporation (Delaware), cited by the Report of 
the Special Senate Committee on Science Policy (vol 2, p 557). 
In that case, the grant of patents involving aspects of some of 
the basic technology of colour television was delayed until 1969, 
although the applications had been filed in 1952. 


In cases such as these, patents may, upon grant, be imposed upon 
an industry which has become throughly established or has_ com- 
pletely adopted and integrated the new technology. The potential 
benefit or worth to a patentee of a patent under these circum- 
stances can be enormously inflated and entirely disproportionate 
to the costs of research leading to the invention. Such a patent 
can serve no useful economic purpose as far as the encouragement 
of innovation goes, since the new technology will by then have 
been adopted even in the absence of patent protection. 


The Senate report further quoted the Patent and Trademark Insti- 
tute (vol 2, p 557) as estimating that the "average length of time 
for an application for a patent that is in a more complex fieladg 
such as electronics or organic. chemistry, where there, is jng@ 
conflict, is three to four years". Efforts to speed up the examin- 
ation process within the Patent Office, in contrast to changing 
the basic policy of the law, is a mere band-aid approach. There is 
no incentive under the present law for applicants to respond 
quickly to office actions, (they usually have six months to 
reply). And, inevitably, even if the conflict procedure were 
abolished, the patent would still be further delayed in cases 
where there is an initial rejection followed by successful appeals 
to the Federal and Supreme Courts. 
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Only an amendment tying the duration of patents to the date of 


application or the priority date will overcome this objectionable 


effect of the present law. 


mei.2 Early Publication -- s 10 


The same period of pendency of applications due to evaluation by 
the Patent office and the courts that results in an extension of 
patent protection into the future also has the effect of delaying 
Masclosure of the invention to the public. The present law pro=- 
vides under section 10 that only disclosure associated with 
granted patents shall be open for public inspection. Li sOnereece 
the rationales for maintaining the patent system is early disclo- 
sure of recent advances in technology, then the present Canadian 
system of only releasing patent specifications from secrecy on 
grant of the patent serves only to defeat this basic purpose. 


Early publication has become increasingly accepted in many other 
countries throughout the world. By tying the date of publication 
moea vrixed period’ following the priority date ofy an application, 
industry will be guaranteed the benefit of the potential paten- 
tee's research at a date no later than that fixed for publication. 


It would also be preferable for the Canadian application to be 
laid open at an early stage so that information on the scope of 
monopoly being sought could also be obtained by interested mem- 
bers of the public. 


Mess “Grace Period before Filing -- s 28 


Section 28 of the present act allows an applicant a two-year grace 
period before filing his application in Canada. SWECCHINOG Ge CO ee 
first-to-file rather than a first-to-invent system does not neces- 
sarily mean that a grace period cannot be maintained. The advan- 
tage to patent applicants of the grace period is that they are 
assured a period following the date of inventions during “wilen 
they may publicly evaluate and disclose their inventions. Such an 
evaluation can then, when commercial potential is determined, 
assist the inventor in deciding whether to file an application. 


The disadvantage for Canadians of the grace period Ls tt nat aby 
relying on the Canadian grace period before filings hot lobiainasa 
Canadian patent, the much more valuable foreign property rights 
will be lost in countries which do not permit public disclosure 
before filing. For foreign applicants, accustomed to the absence 
of a grace period, the Canadian provision is no inconvenience and, 
in certain cases, results in applications being filed in Canada 
which would be statute-barred in their own countries. 


A further objection to the maintenance of the grace period is that 
it introduces delay, not only of disclosure of the Fact. Pore Scns 
invention, but also of the fact that a limitation on the use of 
the patented subject matter may be imposed on the Canadian public. 
The present law should be changed to eliminate or reduce the grace 
period. 
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M.1.4 Burden of Proof on Grant of a Patent -- s 42 


Section 42 of the present act provides that the Commissioner of 
Patents may refuse an application only when he is "satisfied" that 
the applicant is not by law entitled to be granted a patent. The 
effect of this terminology is to give the applicant the benefit of 
the doubt. The Commissioner must, in effect, understand why he is 
rejecting an application rather than the converse -- being satis- 
fied that the applicant is entitled in law to a patent. 


For patentees interested in obtaining patents of improved reli- 
ability, it would be advantageous to have the reputation of the 
patent system in Canada improved by reversing this burden. LG 
there is any uncertainty in the law regarding whether a_ certain 
type of application is entitled to patent protection, then this 
should be settled either at the examination stage or in the courts 
on appeal, before burdening the public and the patentee with a 
monopoly of uncertain validity. 


M.1.5 Compulsory-Licence Provisions -- ss 67-71 


Section 67 of the present act provides that, where the listed 
abuses exist, an application for a compulsory licence may be filed 
after three years from the date of grant of the patent. As indi- 
cated earlier, delays arising in the prosecution and examination 
of patents effectively extend the term into the future and delay 
public disclosure of inventions. As well, by setting the period 
Of delay before applications for compulsory licences may be made 
on the basis of the date of grant, the significance of these com- 
pulsory-licence provisions is greatly reduced. 


Section 67(2)c and d allow the grant of licences where trade or 


industry in Canada are "prejudiced". Thus, these provisions 
contemplate situations of need where licences would be in the 
national interest. There is no rational justification for 


delaying the protection of Canadian industry under these circum- 
stances, simply because of prolonged examination of applications. 
New provisions ensuring that this delay does not arise would 
therefore be desirable.* 


The provisions, of the Paris, Convention, at.) the level? of ~the 
London revision of 1934 to which Canada has adhered, deal 
expressly with delaying the issuance of compulsory licences. 
Although a delay of three years from grant of the patent is 
specifically required under article 5A of the convention, it 
was not intended that this provision should apply in respect of 
abuses other than failure to work an invention locally. This 
interpretation was affirmed at the Lisbon revision conference 
of 1958 and was recognized by the Ilsley Commission (Part 8, 
section. 5, p,77). Accordingly, Canada! s)\particgipation in the 
International Union should not be viewed as a limiting or con- 
trolling factor which should, in this case, shape Canadian law 
into other than the most rational form.) 
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M.1.6 Definitions of Patentable Subject Matter -- ss 2, 28 and 29 


Mie definition of “invention” contained in s 2 of the present act 
has been part of Canadian law for a long period of time. One 
would have thought that its effect, in combination with ss 28 and 
29, would be clearly established. Yet, uncertainty continues to 
Sexist as to whether certain types of activities, processes, 
methods or products qualify for patent protection. 


The section is drawn originally from the US patent code, but the 


courts have relied heavily on British jurisprudence. The law of 
the UK still relies on the wording of the Statute of Monopolies, 
which limits patents to subject matter which can qualify as a 
"manner of new manufacture". This standard has led to difficulty 
in the past in various countries adopting British jurisprudence 
concerning whether methods for extinguishing smoke bombs, pruning 
fruit trees, curling hair, weeding fields, tenderizing meat, sub- 
dividing land and suturing wounds are patentable subject matter. 


Although the trend in recent British jurisprudence has been away 
from an artificial test (such as whether a vendible product has 
been created, preserved or improved) and, although the Supreme 
Court of Canada has definitively ruled that we are not bound by 
British jurisprudence, the uncertainty regarding whether certain 
matters qualify for patent protection still exists. 


Section 2 provides that "invention" means "any new and useful 
art..." and s 28 provides that the inventor of an invention may 


(on compliance with other requirements) obtain a patent. The 
definition of invention is potentially so broad that it is certain 
to continue to invite future litigation. Section 28(3) attempts 


to provide some limits by prohibiting the granting of patents for 
any invention which has an illicit object in view, or is a’ ‘mere 
scientific principle or abstract theorem. However, it would be 
preferable to delineate expressly, by way of more explicit... excer= 
tions, the subject matter excluded from patentability. 


M.1.7 Entitlement to a Patent -- ss 28, 43 and 63 


Section 28 of the present act provides that a patent is to_ be 
granted on application by an inventor. This provision alone does 
not make the present Canadian patent law a first-to-invent system. 
mher, it is the ‘qualification of ss 28(l)a -- "sr Invention not 
known or used by any other person before he invented PCTS He Cha 
has this effect. While there may be some moral satisfaction in 
reserving a valid patent right to the first person in the world 
who conceives a new idea, this provision is much more difficult to 
mutianto effect practically. “In fact, the inequity of allowing a 
Canadian patent to be defeated by prior secret knowledge in a 
foreign country led to the introduction of the provisions of s_ 63 
of the present act. Section 63 (apart from technical provisions 
for 'missed conflicts') provides that once a patent has issued, 
only prior secret knowledge which became "available to the public” 
before an applicant's filing date can defeat the patent. 


~ “Ra: = 


The result of the combination of ss 28 and 63 is that a patent 
application which is technically not patentable because it per- 
tains to an invention previously known by another person before 
the applicant invented it, may become a valid patent merely by 
being issued. This places a tremendous responsibility on the 
Patent Office, a responsibility which it cannot possibly meet in 
practice. If the Patent Office were, to attempt topapply is. 23 (ae 
vigorously, the scope of search required to detect prior knowledge 
of an invention would demand enormous resources. Searches of this 
type are not presently done and could in most cases not be done. 


In one special case, the present act recognized that evidence of 
prior knowledge by another person may come to the attention of the 
Patent Office in the course of examining an application. Section 
43 of the patent act permits the Commissioner to require that an 
applicant-inventor provide evidence, where a foreign patent des- 
cribing the invention has issued within the two-year grace period, 
to satisfy the Commissioner. that the inventor conceived his 
invention before the issue of such patent. But the provisions of 
s 43 apply only as of the date of the issue of a foreign patent. 
No attention is paid to the fact that..such. foreign patent was 
filed at an earlier date at which time the foreign applicant must 
surely have, in the terms of s 28(1)a, known of the invention. Nor 
is provision made for the Commissioner to require an applicant to 
swear back* earlier than the date of disclosure in a nonpatent 
publication, such as a published patent application or an article 
in a trade journal. 


The only conclusion that can be drawn from analyzing the combined 
effects of ss 28, .43 and 63 is ‘thats the provisions , aze, (a) patches 
work, built up over time as certain undesirable situations became 
recognized in an era when world communication and foreign patent 
procedures were substantially different than they are now. 


Mod JSe. Coniilicts/=j=1s, 45 


Inherent in the first-to-invent system is the procedure by which a 
decision is made concerning which of several pending applications 
for the same inventions shall be recognized as entitled to a 
patent. This. procedure, » called .a.conflict /94n ..Canada’’ and) sae 
‘interference! in the US, can be notoriously complex and expen- 
Sive. The procedure in Canada before the Patent office, unlike 
that in. the United States, does not take the form.of 4 trilal , rome 
proceeds on. the, basis of the , preparation of “4sworn safftidavigee 
detailing the various stages of the inventor's conception and 
demonstration. of his invention.) »1It;.sis. -om «the basis § of these 
affidavits that a decision is made by the Commissioner. The deci- 


Sison of the Commissioner may then be appealed to the Federal 
Courts, 


* To swear back in the sense of swearing in an affidavit that the 


ayaa anas of an invention happened earlier than the cited 
ace. 
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| Unfortunately, patents involved in a conflict procedure which is 
subsequently appealed to the Federal Court are likely to be Or 


considerable value. The expenses of litigation before the Federal 
Court are only justified when the patent itself is likely to Fep- 
resent a valuable property right. Ironically, it is due to the 
conflict procedure with its appeal stages, that these relatively 
valuable patents are further delayed DYLOr “CO. Grane,  thereny 


extending the monopoly into the future. 


The problem of conflicting applications can never be entirely 


avoided. Even under a first-to-file system copending applications 


| may be received which disclose substantially "the “same ~Or . very 


similar inventions. Whether the inventions in two copending 
applications are the same, may become a matter for “dispute. The 
determination of this matter would involve settling entitlement 
between applicants with conflicting interests and would have to be 
carried out even under a first-to-file system. However, in a 
first-to-file system, the complex and expensive procedure of 
eliciting the facts as to the nature of each party's understanding 
of the invention at an earlier date is avoided. The first-to-file 
system, in effect, recognizes that the invention process entitling 
an applicant to a patent is only complete when a proper disclosure 
document is delivered to the Patent Office. The complexity of the 
alternate procedure, that of permitting applicants. tov rely. ole 
date of conception which may be many years prior to the” "rising 
date (and unaffected by the limitation of any grace period) "15.08 
luxury that Canada can ill afford. 


m1 0" Patents for Food and Medicines =-'s 41 


The compulsory-licensing provisions under the present patent act 
pertaining to food and medicine are generally well known due to 
the controversial amendments introduced in 1969. A feature of the 
act, less well known to members of the DADLE Cc oc S restrictive 
and artificial manner in which patentees are required to define 
their monopoly in respect of food or medicines. 


Section 41(1) of the present act provides that inventions relating 
to substances prepared or produced by chemical processes and 
intended for foods or medicine may not be directly claimed, spun 
may only be claimed in a process-dependent form. That is, when 
defining such an invention, the inventor must describe 1b i corm 
of the process which produces his product. He is not allowed to 
define the product by its physical or chemical characteristics 
independently of the process by which it is made. The result 1s 
an artificial loophole or excision in _ the exclusivity of 
patentee's rights in the case of new substances of this type. 


Any person who conceives of a process, unclaimed by the patentee, 
which leads to the same food or medicine, may use it with immunity 
from infringement. 


The history of this provision, predating the compulsory~licence 


provisions respecting food and medicines, may be traced to _ the 
British patent act of 1919...-The intention at the time was to 


athe 


provide some relief to the British chemical industry from domina- 
tion by German chemical industrialists. This method of limiting 
the patentee's rights has been thoroughly superseded by the com- 
pulsory-licensing provisions of subsections (3) and (4). Mandatory 
process-dependency for claims directed to foods or medicines is an 
artificiality which can lead to wasteful and undesirable litiga- 
Lon, 


A recent and good example is the litigation which reached the 
Supreme Court of Canada over the question of whether the process 
by which powdered skimmed milk is agglomerated to improve its 
instant dissolving qualities constitutes a 'chemical process’. In 
order for the court to be informed of the meaning of these words, 
the parties are entitled not only, to refer to prior judicies 
pronouncements, but to lead expert evidence on the general 


understanding lof tne’ word. "chemical". When this particular 
instance of litigation terminates, four adjudicative levels will 
have considered the issue: the Patent Office, when it originally 


allowed the claims without qualification of process-dependency 
(alleged now to be necessary); the Exchequer Court Trial Division 
which heard the expert testimony; the Federal Court Appeal 
Division which reversed the conclusion of the Trial Division; and 
the Supreme Court of Canada.* In this case the term of patent 
protection has already started to run and will not be extended by 
this litigation. 


MeleLO invalidity Of Patents (= "ss, 62.0 0leanan oo 


It has always been understood that where a patent is issued in 
error, it is technically null and void. Section 62 of the presene 
act provides.that any interested person may obtain a declaration 
of invalidity from the Federal Court. The legal results. and 
problems of declaring null an instrument which has governed the 
activities of businessmen and formed the basis for licence royal- 
ties and other agreements may appear inordinately complex to the 
layman. However, the law long ago developed various principles in 
dealing with similar cases (such as the provision that money paid 
under mistake of law may not be recovered) which make the present 
system workable. 


On the other .hand, the: possibility of (retroactive  iwnvalidues 
removes patents one step further beyond the understanding of 
ordinary businessmen, and reduces their value as economic assets. 
For instance, if an attempt were made to borrow money from a_ bank 
using a patent as collateral, the first question that would likely 
be asked is: "How'do.we know this patent is valid?" 


Of greater concern is the effect of s 6]1.of the present act. “Thae 
Section provides that a person may rely as a matter of defence in 
an infringement action on the invalidity of the patent without 
generally invalidating the patent for others, too... This:is nocaee 


* cf Dairy Foods Inc v Co-operative Agricole de Granby decided 


Supreme Court of Canada, December 19, 1975. 
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bad section as far as the defendant is concerned, Since Lt. “is of 
no consequence to him whether the patent is merely held invalid 


against him or revoked as against the public. In either case, the 
patentee will not be able to come against him a second time. But, 


under the present law, a patent which has been held unenforceable 


in one action by reason of the success of such a defence may, 
nevertheless, be asserted again in another action by the patentee 
against someone else. Furthermore, licensees not party to the 


litigation are placed in the situation of having to continue to 


pay royalties under a patent which is unlikely to deter third 
parties from entering the market. 


Accordingly, it may be fairer to licensees, and in ‘the ‘pubic 
interest generally, for litigation with respect to the validity of 
a patent to end once the patentee has Hada’, singlé,, full and) taser 
hearing on the issue. In any event the distinction between a 
defence of invalidity and an application for a revocation of a 
patent (which will operate against everybody) is an illogical 
distinction which should no longer be maintained. 


One further aspect of the present law with respect to the invali- 
dity of patents that deserves attention |} is “the effect’ of >the 
present s 55(1). That section provides that a patent is void Le 
it contains more or less than is necessary to carry out the inven- 
tion and such omission or addition is wilfully made for the pur- 
pose of misleading. On the basis of this provision, at least, a 
patent may not be invalidated for insufficient disclosure if the 


insufficiency was accidental. 


Phe provision of  “s ~55/(2) that, in such a circumstance, the 
patentee is "entitled to the remainder of ‘his Mpatent. pre! tance" 
has never received express judicial interpretation and its meaning 
is vague. Does s 55(2) mean that the judge is entitled to redraft 
the claims so as to delineate better the part of the invention 
properly disclosed? Or does it simply mean that all claims based 
on the improper disclosure will be held inva bid)’ sand! sfthe a pest 
supported? The section has probably received little attention 
since it is arguable that such a patent may be invalid ‘for fablire 
to comply with the standards of disclosure required under s 36(1). 
But the relevance of s 55 is still uncertain. The law is: uwneolear 
and such conditions are always conducive to litigation. 


M.1.11 Right to Amend -- ss_ 50, 51 


There is no express provision under the present act which guaran- 
tees to an applicant the right to amend his application. Such 
right is, however, recognized under the rules, and has never’ been 
effectively questioned in the jurisprudence. Once a patent 
issues, a patentee may correct errors by applying for reissue 
under s 50. Unlike the corresponding section in the US (which 
allows reissue to narrow the claimed monopoly at any time) a 
reissue application under s 50 may only be filed within four years 
from grant. Thus, once four years have passed, there is no 
mechanism by which a patentee may correct errors in his disclosure 
and salvage at least part of the rights to which he would other- 
wise be entitled. 
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Section 51 allows the patentee to disclaim such parts of his 
specification of which he subsequently discovers he was not the 
first inventor. As interpreted by the Patent Office for several 
years, this has been taken to mean that he may disclaim claims 
only in their entirety. Though recent jurisprudence has indicated 
that a partial disclaimer might be proper under this section, the 
law is still uncertain. It would be desirable to make express 
provisions delimiting the extent to which patents can be amended, 
particularly where the patentee wishes to narrow voluntarily the 
scope of protection that he claims. 


Molcl2% Intéervening Rights) =-s58 


Another section which may potentially operate as a real injustice 
to patentees is s 58. Under that section, any person who stocks 
piles patented, articles prior to ithe grant, of a, patent jismentiicicd 
to dispose freely of all, such articles so/acquiired? Sincesunderwaee 
ll of the act: it is possible to determine, that a patent) fous 
certain invention: is; pending, .competitors arefable, sat ,~least ame 
part, to circumvent some of the patentee's exclusive monopoly. 
This could particularly arise where an applicant relies on his 
two-year grace period to disclose his invention through publica- 
tion or in the course of conflict proceedings where the delay in 
the grant of the patent is substantial. 


This section, although it has existed in the law for some time, 
did not become a focus for extensive critism until recent deci- 
sions interpreted the section as extending to process inventions. 
The effect of these decisions would be to grant a continuing 
immunity, even after grant of a patent, to use a process’ inven- 
tion. The full effects of these recent decisions has not yet been 
explored. Rather than leave this issue to the uncertainties of 
jurisprudential development, statutory provisions should reconcile 
conflicting interests of patentees and prior users. 


Milles Liability Without Notice -- s 46 


Section 46 of the present law defines the patentee's rights in 
terms such that a person may infringe those rights without even 
knowing that a patent exists. Since damages may be claimed by the 
patentee from the moment of first infringement, the present law 
may work a real hardship against infringers who suddenly discover 
they are required to 'deliver-up' all their stock of the infrin- 
ging article they have produced and account for and pay over all 
DEOL profats.. 


Inevitably, the enforcement of a patentee's exclusive rights will 
impose an inconvenience on members of the public who attempt to 
exploit an invention without «his consentis.-Eveny a6 sthe- "sanction 
for infringement against ‘innocent' infringers were Jimited to’ an 
injunction restraining future infringement, loss would arise by 
reason Of wasted investment in capital and advertising. 


Theoretically, any manufacturer.can carry) out a’ ‘search latiujthe 
Patent Office: in order. towbe sure that she will have the right | ike 
market a new product. But such a search can never be absolutely 
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reliable. Besides search error and the uncertainties of the 
Patent Office classification of patents, a patent may issue just 
mrter a search. 


Under the present law, a patentee is under no obligation to limit 
/his claims against innocent aaa pms who cease infringing on re- 
ceiving notice of the patentee's rights (although this may in many 
|cases actually occur). Provisions guaranteeing to the public the 
-right to disengage from infringing practices without suffering 
punitive loss would be a clear improvement in the law. 


M.2 Procedural and Technical Matters 


|The above examples generally are matters of some degree of sub- 
'stance. The following references apply to minor inconsistencies 
-and defects in the structure of the present act. 


M«.2.1 Mandatory Marking -- ss 24, and 80 


Section 24 of the present act requires that all articles be marked 
with the reference “patented, 19--". There is substantial non- 
_ compliance with tenis wrovision «The only. «sanction als thatyset out 
mr eection.s0 of the ict which provides. for,a :‘fane. It has») :never 


been enforced. 


Compulsory marking of patented articles may tend to publicize the 
existence of a patent in certain cases, but manufacturers, doing a 
Market analysis in contemplation of imitating an item that is 
already available, should conduct a patent infringement search in 
mny reevent. Under these circumstances, it would be preferable to 
repeal the compulsory marking provisions as ineffective. 


M,2.2 Registration of Licences -- s 53 


Section 53(2) requires (using the mandatory "shall") that every 
assignment and grant of an exclusive right under a patent be regi- 
Stered. Although s 53(4) ensures that, as between registrants, 
She first party to register acquires title, there is no sanction 
under the present act for failure to register such instruments. 
Therefore, there is no guarantee that a member of the public can 
determine the true ownership of a patent from the face of a public 
Begister. Further, no provision exists under the present act 
pertaining to the registration of a nonexclusive interest of. 
licence. Clearly, the registration provisions are in need of 
revision. 


M.2.3 Patent Agents -- ss 15 and 16 


Sections 15 and 16 of the patent act deal with granting official 
recognition to those specialists who have been approved by the 
Patent Office as being competent to prepare and file patent 
Beplications. Section 15(2) assigns to the regulations the condi- 
tions under which a person may be entered as a registered patent 
agent. Section 15, however, gives the Commissioner discretion 
regarding the suspension or revocation of a patent agent's 
privilege. 
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The status of registered patent agent is of sufficient profes- 
sional standing to merit adoption of further regulations governing 
proper conduct and the procedures by which a patent agent may be 
challenged for misconduct. 


The preparation of patent applications, specifications which may 
ultimately become tested by the standards of the law, is of ‘suc# 
importance that governmental concern for persons providing such 
services should not be limited to controlling the presentation and 
prosecution of applications for patents or other business before 
the Patent Office. Some provisions should exist controlling per- 
sons who assist inventors to prepare applications, relying on the 
inventor to file the documents in his own name. Further, inven- 
tors interested in acquiring patent rights in foreign countries 
deserve equal attention and protection. 


M.2.4 Regulations 


Throughout the present act, many details are set out explicitly 
which would be better allocated to the regulations. In many cases 
this is a matter of ‘style but in “some instances inability to’ vam 
the terms of the act regarding minor details without passage of a 
new law in Parliament may cause considerable inconvenience. 


One example is the provision of s 45(8) which allows’ the 
Commissioner to fix a time for an appeal under the conflict pro- 
cedure. In one case, where the Commissioner attempted to extend 
the period that he had previously fixed, the Court held that this 
was ultra vires and that the right to appeal had expired. Liv vee 
Situation such as this is considered undesirable, then it would be 
preferable for the period of appeal to be set by regulation, since 
regulations may more easily be amended than the act. 


Other provisions within the act which might, more conveniently, be 
dealt with by way of regulations are as follows: 


l- the provision that the Commissioner shall prepare an 
annual report for: Parliament’ (s 27); 


2- the deadline for completing an application or for 
responding to:an office action '(so2); 


3- the requirement that the applicant file a duplicate 
specification iwtth an additionakbior sren2zrca Weopy aon 
the claims (s 35); 


4- the requirement that drawings must be submitted, in 
duplicate (s 39); 


59- procedural prerequisites to registration of assign- 
ments Utss* S2iCsy8 5 3°30") 


6- the prerequisites for executing and filing a dis- 
elaimer Gnuduplicate (s/o) (27); 
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the contents of applications filed for compulsory 
licences (s 70); 


the procedures for obtaining compulsory licences 
(ss 69-71); 


the procedure of forfeiture and restoration arising 
On nonpayment of final fees (s 75); and 


provisions for extending time limits and deadlines 
for) Fidingapplications®(s. 81). 
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PART III - POLICIES APPLIED IN THE PROPOSED LAW 


In part II it was indicated that the proposed law which is to be 
in effect during the initial ten-year review period would be of 
traditional form. However, it has also been indicated that this 
proposed law would introduce significant revisions over the 
present patent act. 


In order to assist readers in understanding and evaluating the 
proposed law, parts III and IV of this working paper provide two 
separate forms of analysis. Each part reviews the’ provisions o@ 
the proposed law from a different perspective. 


Part III analyzes the proposals from the viewpoint of the express 
policy objectives which have been consistently applied throughout 
the entire structure of the draft act. ‘Part IV analyzes the. india@ 
vidual chapters and sections on a more detailed basis. 


Ultimately, the final version of the law drafted in statutory Doms 
by the Department of Justice and passed by parliament will become 
the law of the land. However, the observations contained in parts 
TII and IV may form a useful background to understanding the 
issues and policy objectives that’ must ultimately be settled am 
establishing a new law. 


N General Summary of Policy Objectives of the Proposed Patent Law 


It is apparent from the analysis in part I of this working paper 
that no definitive conclusion on the worth of the patent system is 
yet possible. Therefore, a draft patent law has been prepared on 
the basis that Canada will continue in the near future to retain a_ 
traditional form of patent law. ‘The dxnatti laweis traditional gre 
the sense that it continues to rely for its economic effect on the 
incentive character of granting a private monopoly. 


While the evaluation of the patent system waS approached from a 
Critical viewpoint in part I, the decision was nevertheless made 
to prepare proposals for a law which will continue to rely on the 
granting of traditional patent rights. The draft law has; nones 
theless, been carefully constructed to ensure that those rights 
are rationally defined. 


Patent rights have been reshaped and redefined in the proposed law 
to reflect the principle that such rights are intended to serve as 
an incentive/reward for research, disclosure and innovation 
relating to new inventions. ' The’ law: is structured Vin Morder —ta 
increase the worth of patents as an economic instrument and, in 
particular, adopts provisions to improve the validity of patents, 
the rights of patentees, however, have been limited in order to 
minimize the cost to society of “maintaining the patent ‘systems: 
These rights are also qualified in .view Of “the face that. eae 
Canadian patent system is largely dominated by the participation 
of foreigners. 


The proposed law has built into it an information-gathering poten- 
tial which is designed to allow the operation of the law to _ be 
monitored in the future. Such a =-.mechanism will assist policy 


advisors in developing a better understanding of the ultimate 
worth of the patent system. 


le One 


By extensive reliance on the regulation-making power of the 
Governor in Council, the proposed law provides Canada with the 
Capacity and flexibility to accommodate future international 
developments and to adjust and adapt its law in technical respects 


las the need for change arises. 


Although recognition is given under the draft law to acknowledging 
the importance of research and disclosure as useful objectives, 
the proposed law should not be understood to be focused exclu- 


sively toward seeking to further those ends. 


Rather, the proposed patent law has been based on the assumption 


that the patent system, notwithstanding the overwhelming parti- 


Meipation of foreigners, has the potential to be of significant 


benefit to Canada if it can be made to serve as an effective 


fanstrument in assisting the transfer of technology and if it can 


promote the development of Canada's technological capability. This 
object will be advanced through the encouragement of innovation in 


iCanada. Special provisions affecting importation, however, will 
ireduce the incentive impact of the patent law in cases where 


Canadian industry is not likely to be internationally competitive. 


[Pinally, in accommodating the dominant participation Ot 


foreigners, the proposed law has been prepared on the assumption 


that the Canadian patent system should be structured on the basis 


that the rights accorded will advance Canadian interests, but 
Without any provisions which discriminate against foreigners. 
This is in recognition not only of Canada's commitments under the 
Paris Convention, but also in the hope that foreign participation 
in Canada's patent system need not operate against Canadian 
interests if the patent law is properly defined. 


-O Summary of Policies Specifically Applied in the Proposed 


Patent Law 


re 


The first parts of this paper have set out an extended review of 
the various issues which should form a background to formulating a 


new patent law for Canada. While some of the policies adopted in 


the proposed draft law incorporated in this working paper may have 
Per nda catedsin.part iL,,part.d1i, of the paper) «develops expli- 
citly the policies which are applied in the proposed legislation. 


For ease of reference the detailed policies applied in the 
proposed patent law are summarized as follows: ; 


1. the proposed law is to operate as an interim law 
only, pending further evaluation of the worth of 
the patent system to Canada; 


24, the patent) system. and ,users, obtaining benefits 
under it should be expected to provide information 
Onethesactvaloperationrofethis,, law, ,im sorder to 
develop better public understanding of the costs 
and benefits to Canada of maintaining a patent 
system; 
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structurally, the proposed law relies on extensive 
use of the regulation-making power of the Governor 
in Council, allocating not only procedural matters, 
but also details of a complex or technical nature 
to be governed by regulations. 


recognition is given to the contribution of inven- 
tors and corporations which carry out research and 
disclose new inventions by granting a monopoly 
fight for a lamited term. where ‘paventees’ are opie 
to carry through with the process of innovation by 
arranging for the working of new inventions in 
Canada, a further extension of the patent term will 
be available; 


in order to avoid encouraging the establishment of 
inefficient industry in Canada, the patent right 
will permit free importation into Canada of goods 
Originating with the patentee or persons related to 
him, once such goods have been marketed anywhere in 
the world; 


rights granted under patents are intended to be no 
greater than necessary to support the goal of 
encouraging research, disclosure and innovation in 
Canada and are designed to reduce as much as_ pos- 
Sible, consistent with the other objects of the 
legislation, the cost to industry and to consumers 
of maintaining the patent system; 


patent rights will be subject to provisions to 
improve their validity and therefore their value as 
an economic instrument serving aS an incentive for 
research, disclosure and innovation in Canada; 


the impact’ of ‘enforcenient “of ypatent Yrights ~on 
infringers has been moderated to minimize the 
injury or loss which may arise out of such enforce- 
ment. Provisions are also included to provide 
alternatives to litigation as well as to reduce the 
likelihood of litigation and the costs of enforcing 
patents; 


the value of the patent system as an instrument of 
information policy is advanced by provisions 
requiring earlier and improved disclosure relating 
to inventions; 


provisions are included to protect Canadian inter- 
ests in inventions made by employed inventors, and 
by corporations “working prior inventions “under 
licence and to Leassist™ the indayidual private 
LOVEDEOL. 


= Se = 


\ 
i 
} 


Although not developed in the format of a draft act, three further 


topics involving matters of policy will require 


part of patent law revision. These further topics are: 


yA 


a 


Pos 


the structure of the Patent Authority referred to 
throughout the draft law; and 


the use and relationship of the patent fright in 
respect to offences under the Combines’ Investi- 
gation Act; 


the transition provisions which are to apply upon 
adoption of the new law. 


Proposals will be made in respect of each of these topics, 


consideration as 


sug- 


Gesting a direction for the policies that should be applied in 
completing the provisions for a new patent law. 


P 


Analysis of Policies Applied 


The material under this heading deals with each of the thirteen 
topics 
Specifically Applied in the Proposed Patent Law". 


Pl 


Ten-Year Review 


j- 


The proposed law is to operate as an interim law 


only, pending further evaluation of the worth of the 
patent system to Canada; 


set out under the heading "K Summary of Policies 


The Economic Council concluded its report with the observation 
that the subject matter of industtrial and intellectual property 
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The Council recommended that a comprehensive public review 


"-- had been lying about for much too long undis- 
turbed... (and)... This should not be allowed to happen 
aoaitl 


be made of policies in these fields at least once a decade. 
criteria for such a review were that it 


"Should cover the goals of the policies, the means 
employed for attaining them, and careful evaluation of 
the effectiveness of these policies in serving the 
evolving needs of Canadians." 


should 


The 


It is understandable that parliament should find difficulty in the 
field of patents. The issues are complex and definitive 


upon which to reach decisions are sparse. 


Cation for continuing neglect. 
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facts 


But this is no justifi- 


The issues that should be reviewed with respect to the patent 
system are basic. Is it in Canada's interest to maintain a patent 
system? Is membership in the international patent system worth- 
while? Are there better alternatives, such as a modified 
inventor's certificate system? Or should the patent system be 
retained with or without drastic amendments to itsS basic’ struc- 
ture? 


These are all matters of fundamental policy that merit review by 
parliament itself. The creation of rights in “antellectual prog 
perty is one of the unique powers of parliament. Once created, 
such rights pass into the ‘control of private citizens’) and  thereg 
after belong to them as a: form of %private property. “such properius 
rights have tended, once created, to be perpetuated. 


The proposed law includes provisions requiring the minister 
responsible for administering the act to prepare a report on its 
operation after a ten-year period, and to lay that report before 
parliament (s 3(2)). 


The draft law also stipulates that, unless parliament acts after 
the ten-year period to extend, vary or affirm the law, the actual 
granting of patents will" cease: (s. 7)... This, well? not “mean ~ tia 
the law itself or rights under issued patents or even the right to 
apply for a patent will cease. Rather, it will cause a backlog of 
allowed but unissued patent applications to start to accumulate if 
parliament fails to take steps to amend the law. 


Of course it is expected that once the act has been in operation 
for ten years parliament will act and undertake a review of the 
ministerial report which will then be available. Baty? yust: cam 
under the Bank Act (s. 6), parliament will have decided in advance 
that legislative review of the existing law is a matter of impor- 
tance that should not be neglected. These provisions in the 
proposed law will ensure that parliament will be encouraged to 
reexamine the Canadian patent system without undue delay. 


Po.z2 Information Pokioy 


2- The patent system and users obtaining benefit under 
it should be expected to provide information on the 
actual operation of this law in order to develop better 
public understanding of the costs and benefits to Canada 
of maintaining a patent system; 


The Economic Council recommended that (p 89): 
"Certain basic information aboutvalil Vicéences... granted 
under Canadian patents should be made available... and 
keptaensaspubliiewregueten tt 

The proposed law includes provisions implementing this proposal. 


But the law goes further, requiring -patentées ‘to “supply infors 
mation at various stages during the life of the patent. 
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The entire report on intellectual and industrial property was 
based on the theme that these property rights are; «in creality, 
part of a larger overall information system in Canada. It would 
be ironic if the law were to create patent rights as an incentive 
for the generation and dissemination of information,” and «at orthe 
same time hesitate to require from users of the system essential 
information on its actual effects and the nature of its operation. 


There is thought to be a great reluctance on the part of industry 
to disclose facts on how internal business activities are carried 
Pit. Just as privacy is the right of every citizen, it is argued, 


manufacturers are entitled to carry on business without any duty 


or obligation to disclose publicly their activities. But the use 
and exploitation of the patent right cannot qualify as a 'private' 
activity that should be kept sequestered out of public view. 
Rather, because it is a private right granted by the state, full 
information disclosure on the actual use of that right. “should ~be 
adopted as a principle to be applied to all persons benefiting 
under that right. 


Under the proposed patent law, the minister will eventually be 
responsible for preparing a report for parliament on the actual 
use and operation of the patent law. This report shoould be based 
on facts and, where possible, drawn from the best information 
available; otherwise parliament will not _ be able’ ‘te properly 
Seirrii dts role. 


O.J. Firestone received ostensible cooperation from 50% of the 
patentees solicited in his survey (p 381). The Cambridge survey 
was based on a statistically selected sample of 150 PENS) I DUS 
Pniy 44 firms agreed to assist or cooperate in some respect 
fp 371). ‘Such partial surveys will always be subject to the 
charge that they are incomplete and therefore unreliable. In 
order to meet such objections, firm but flexible information- 
gathering powers specific to the patent system have been proposed 
under the draft law. 


It is proposed that patentees and patent applicants witkl 7a5e 
required to supply prescribed information as required under regu- 
lations made by order in council: 


1. at the time that applications are filed (S531) % 


2. at any time during the pendency of the application 
before the patent office (s 42(4)e); 


3. at regular three-year intervals from each applica- 
tion's priority date over the Sut vere rm Gos 2 the 


patent (s 26); 


4. at the time that any transfer of an interest o"in <2 
patent or application occurs (arsan), 


ne oe 


and at such other times as are prescribed by the minister and in | 
cases where statistical or sampled data are required (s_ 26). 
Further, after the ninth year from the (priority date, ‘patenteeg 
will be required to provide details when requested on the extent 
to which their inventions are being worked in Canada (s 27). 


Disclosure of information is already a requirement in certain 
cases under present law (ie prior art cited in foreign countries q 
rule 39; mandatory registration of assignments or exclusive 
licences - s 53(2); whether the invention is being worked in 
Canada - s 66(1)a). But such particulars do not constitute a suf-= 
ficient base upon which to analyze and evaluate the operation of 
the patent system. The full scope of information-gathering power 
which would be approved by parliament under the proposed law would 
fully cover the activities of patentees in respect of the use of 
rights under Canadian patents. 


Details on how the information-gathering power established under 
the act will be exercised is left to be subsequently prescribed. 
But regulations would still be subject to the review and scrutiny 
of parliament, pursuant to the special prepublication procedure 
proposed under the draft law (s 4(4)). The immediate issue to be 
decided by parliament, aS a principle of the Canadian patent 
system, is that industry, in benefiting under the law, should also 
be required to provide information available to it on the actual 
use it makes of such rights. 


P.3 Regulation Powers 


36. sStructurally;, the, proposed ‘draft * law) erelres >con 
extensive use of the regulation-making power of the 
Governor anCouncil,.. allocating ‘note Guiy procedural 
matters, but also details of a complex or technical 
nature to be governed by regulations. 


Normally the drafting structure of a proposed law would not be 
included in an analysis of the policies applied in formulating 
that law. However, such extensive use has been made of reference 
to matters which are left to be prescribed by order in council 
under the proposed law that this method of statute drafting 
deserves special comment. 


Some of the main reasons usually given for parliament to delegate 
legislative power to the Governor in Council include: 


1. pressure on parliamentary time -- parliament should 
conserve its time to enable it to focus its atten- 
tion on essentials and on matters of general policy 
and principle; 


2. the technical character of modern legislation -- as 
a body, parliament is not structured for efficient 
consideration of complex matters of technical 


detail; and 


- 134 - 


3. need for flexibility -- the law must be capable of 
adjusting to meet changing circumstances and of 
being clarified or corrected when the courts have 
difficulty in interpreting the statute itself.* 


The subject of delegated legislation was examined in 1968-69 by a 
‘Special Committee of the House of Commons on Statutory Instruments 
under the chairmanship of Dr. Mark MacGuigan. This Committee 
produced its third report in 1969 and new legislation, the 
Statutory Instruments Act, 19-20 Eliz II c 38, was passed in 1971. 
The central issue respecting delegation of parliamentary power 
were summarized in submissions made _ by Professor H.W. Arthurs, 
Dean, Osgoode Hall Law School, before this Committee in the course 
ie its deliberations. Professor Arthurs stated: 


"The problem of course is basically the problem of the 

degree to which parliament itself must assume responsi- 
| bility not only for articulating policy but for filling 
in the details of that policy in the manner Gf GuLts 
implementation." 


Professor Arthurs' advice was: 


| " 5. there ought to be the broadest possible mandate for 
regulation-making... and parliament ought to confine 
itself so far as possible to the announcement of broad 
policy lines within which that regulation-making shall 
operate, and to scrutiny: cof. the regulations once 


TAC eats. «t 


(Minutes of Proceedings House of Commons Committee on 
Statutory Instruments, No. 2, Tuesday, April 22, LSB, 
S10); 


| In drafting the proposed law, the viewpoint expressed by Professor 
Arthurs has been adopted. The unusually complex nature of patent 
law makes the extended use of the regulation-making power parti- 


cularly appropriate. 


_ Regulation powers with respect to procedural matters are common in 
' Canadian statutes. This policy has been continued in the proposed 
law with respect to procedural matters, but it has been applied 
with respect to matters which may govern or affect substantive 
rights. Examples of use of regulations with respect to the 

lishment of important time limits under the proposed law are as 


follows: 


| 1. the period of permitted secret commercial use of an 
invention beyond which a bar to grant of a+ patent 
arises thes 15 (1): 


* (See Craies on Statute Law, 7th edition, 1971, (p 291). 


on al, ee 


estab- 


2. the/period of »grace\lfor applying forta jpatenteewhere 
an unintentional publication of the invention occurs 
Gs GGL) a 


3..' thelpericd) of time following yihe Lirstagebing ging a 
foreign convention country for filing in Canada with 
benefit of ‘convention priority (presently twelve 
months under the convention) - (s 33(2)); 


4..\ the ‘period of/time after which a spatent M@applicacion 
becomes published, irrespective of the stage of 
examination - (s 40(1)); and 


5. the periodsof time tduring which claims aman “appli 
cation may be amended to enlarge the scope of pro- 
tection Vs’ 13:3;(5))))4 


All of these time periods involve highly technical matters which 
may be subject to change according to international developments 
or to the -recognition. of a need for ‘change ™ un ifCanadan By 
assigning time periods to be fixed by regulation, Canada will be 
able, if desired, to make these changes and bring its law into 
harmony with the international system without resorting to passage 
Of 2. bibl an pparnl lament. 


Under s. 4(3) any time period established by regulation may be 
subject to variation or extension by the commissioner to the 
extent provided by regulations to make provision for such hardship 
cases as postal strikes, errors by the patent office or by appli- 
cants. The extent to which the commissioner is given this discre- 
tion can always be varied promptly without repeated resort to 
parliament but will still be subject to parliamentary review under 
the regulation-making process. 


Further substantial matters of a procedural character assigned to 
regulations include the standard of disclosure in patent specifi- 
cations (s 34) and the procedure for examination of patents 
(s 42). These, too, are complex matters, better left to the more 
flexible procedures of the regulation-making process. Each 
requires special legislative treatment. 


The disclosure requirements for patent specifications is a matter 
of considerable concern to patent draftsmen and to persons’ con- 
cerned with litigating the validity of patents. Both the present 
law and the proposals of the Ilsley Commission set out the stan- 
dards for disclosure in the act. 


What s 34 attempts to do is to establish the principles or objec- 
tives for disclosure of inventions in patent specifications with- 
out giving the words of the act an absolutely binding nature which 
could only be corrected or varied by. reference to parliament. 
These are exceedingly technical matters and both the patent, pros 
fession and the courts will .bénefit .from. a, Qaw imwhich sicaniibe 
modified, corrected and amplified through passage of regulations. 
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The adoption of deferred examination has been left open under the 
draft law. Although provisions permitting the deferment of 
examination may seem to be a matter of Substantial importance to 
industry and the patent profession, the only issue which should be 
considered in principle by parliament is whether provision for 
creating such an examination system should be established. Sec- 
tion 42(4) establishes this principle, but leaves the detail to be 
worked out with the advice and cooperation of industry, in the 
course of preparation of the draft regulations. 


| 
} 


| . . . . * . 
‘Deferred examination is already in operation in a number of 


countries around the world. Its establishment through the regula- 


tion-making power will enable changes and adjustments to be made 
‘more easily as the need arises and as we learn from the experience 


(of others. 


| Section 42(5) also makes provision for the possible future adop- 
‘tion by regulation of examination results based on applications 
'for patents before foreign patent offices which carry out examina- 
tions based on principles similar to those established under 
Canadian law. Adoption of such examination results would relieve 
some of the examination burden at home and enable the patent 
|office to divert resources to technical information services. 


Moving from procedural rights of substance to matters of VOnquess 
tioned substance, s 17(3) gives the Governor in®,Council express 
power to further define or extend the list of exceptions to 
patentable subject matter. This type of provision was considered 
in the UK by the Banks Report which proposed that the statutory 
list of included and excluded patentable subject matter should be 
alterable otherwise than by full-scale legislation (p 65). 


| Difficulty has been experienced by ehesncountsyiinal the past, (48 
determining what is intended under the legislation to qualify for 
Bie grant of a patent. The proposed draft law adopts the European 
Patent Treaty format of an omnibus definition of granting patents 
for inventions "susceptible of industrial application" (s 10), 
and then qualifies this by a list of express exceptions (se (DR: 
The technical nature of such exclusions justifies resort to regu 
lation rather than reliance on the future ability and the interest 
of parliament to correct the law as the need is recognized or 
arises. 


ih a similar vein, the definition of what shall constitute 
adequate working of an invention in Canada sufficient to support 
extension of the patent for a second portion of the term is 
qualified under proposed s 27(4)b as being subject to variation by 
regulation. This same feature is introduced in the sebinition Or 
"work on a commercial scale" under the new compulsory-licence 
provisions, s 53(8)b, and under s 22(2), whereby a patentee may 
exclude the importation to Canada of goods which have been pro- 
duced by patented processes abroad if the invention is being 
worked in Canada. 
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A definition of what constitutes the working on a commercial scale 
of a patented invention has been in the Canadian patent law since 
P35: /7Thistdefinition? reads: 


"work on a commercial scale" means the manufacture of 
the article or the carrying on of the process described 
and claimed in a specification for a’ patent, “in* sor 9 by 
means of a definite and substantial establishment or 
Organization ‘and j.on/ian scale that “yishsadequare land 
reasonable under the circumstances", 


While this definition may be of some guidance to a judge or tri- 
bunal, it is not precise or predictable. Such.imprecision may if 
many cases be desirable, since it will allow a flexible and real- 
istic application of the law. But some control should be main- 
tained over the interpretation of this key expression and this is 
best provided through making it subject to regulation. Section 
27(5) provides a limitation on this power to moderate the retrog 
active effect of adjustments to this key definition. 


Other areas of the proposed law which are of a substantive nature 
and which are proposed to be subject to definition, variation or 
extension by regulation are as follows: 


1. conditions which may be imposed on issuance of a 
certificate for use in prevention of importation of 
products prepared abroad by a patented process 
(s 2243) d)% 


2. extensions of the definition of related persons over 
which exhaustion will apply (s 25(3)); 


oe particulars) of “information returns sto Mber ftiteder a 
conjunction with payment of maintainance fees 
(Ss) 26°03) \)"; 


4. criteria for setting royalties under licences to 
import, manufacture or distribute pharmaceuticals 
(S552) 977 oand 


5. conditions constituting unreasonable terms and 
unfair prejudice for the purposes of granting com- 
pulsory licences (s 57(3)c). 


Under the Statutory Instruments Act, regulations and orders made 
by the Governor in Council are all subject to the review and 
examination of parliament. Section 26 of this act provides: 


"Every statutory instrument... shall stand permanently 
referred to any Committee of the House of Commons, of 
the Senate or of both Houses of Parliament that may be 
established for the purpose of reviewing and_ scruti- 
nizing statutory instruments." 


Through this mechanism parliament has the power to retain ultimate 
control over those matters delegated to the Governor in Council. 
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However, in order to ensure that the public has an adequate oppor- 
tunity to anticipate and object to proposed regulations, the draft 
act requires (s. 4(4)) that all regulations must be published at 
least 60 days before approval by the Governor in Council. Similar 


provisions may be found in the Broadcasting Act (RSC 1970 c B-1l 
s. 16(2)) and the Grain Futures Act (RSC 1970, c G-17 s. 5(2)). 


In conclusion, throughout the proposed patent law, numerous 
Matters are assigned to be established by regulation. This is 
done not only to spare parliament the burden of debating minor or 
complex technical issues, but also to provide for timely and 
appropriate amendment to these matters as the need arises. 


P.4 Object of the Law 


4, Recognition is given to the contribution of inven- 
tors and corporations which carry out research and 
disclose new inventions through the grant of a monopoly 
right for a limited term. Where patentees are able to 
Garry through with!) the process ‘of innovation by 
arranging for the working of new inventions in Canada, a 
further extension of the patent term will be avail- 
able. 


In the past, the patent system has been supported by reference to 
a series of benefits without the selection of any single express 
or primary objective.* 


In the words of the Patent and Trademark Institute of Canada 
stated on p 2 of their submission to the Senate Special Committee 
on Science Policy: 


"There has been a tendency to emphasize general state- 
ments of object such as, to encourage the advancement of 
the useful arts, to encourage invention ‘or' to reward 
inventors which tends to conceal the practical value of 
the system and manner in which it functions." 


| AS a result, it is understandable that there is uncertainty today 


as to whether the patent system is achieving its objectives. 
Nevertheless some formulation of objects is necessary. 


In establishing the rationale for the proposed patent law tor - 
Canada, a series of objects with emphasis on innovation in Canada 
as a primary goal, has been expressly adopted (s. 3). Features of 
the new law can be tested from the viewpoint of whether or not 
they advance these primary goals. 


* Section 67(3) of the present act, referring to the encourage- 
ment of local working of invention in Canada, is prefaced as 
only applying for the purpose of determining whether an abuse, 
as grounds for a compulsory licence, exists. 
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The objects state expressly the presumption that innovation ing 


Canada, specifically innovation based on new inventions which can 
be efficiently adopted by Canadian industry, is desirable. The 
draft act itself limits patentability to inventions which meet the 
standard of absolute world novelty (s 10-14). An open-ended list 
of exceptions from patentability is established so that commercial 
fields which do not require or would not benefit from creation of 
patent, rights will not, be*affectedeby, thevlawi(s717)x 


The objects recite that recognition: is to be given to the contrig@ 
bution of inventors and also to patentees who are ‘prepared “cd 
introduce new technology by working new inventions in Canada with- 
out undue delay. This bipartite objective is implemented by 
dividing the term of exclusivity under a patent into two segments? 
first, an unconditional right of monopoly for, ninevyears;,, seconam 
a further five years conditioned upon actual workingvof ithe inven 
tion in Canada (ss 26, 27). The expectation is that patentees who 
control rights over commercially exploitable inventions will be 
subjected to some incentive partway through the patent term to 
make arrangements for Canadian manufacturing of the invention, 
either directly, or under licence to an established Canadian 
manufacturer. 


During the first period of nine years, a patentee will be entitle@ 
to exploit his rights by supplying the Canadian market through 
importation. This will constitutes Canadas \wcontribution Gto stim 
fair costs of supporting the world-wide process of developing new 
inventions. Where a patentee is unable to arrange after nine 
years of protection for, «the! sproductions40ny ‘manulactureowore tus 
invention in Canada, the patent will lapse and the Canadian market 
will be thrown open to any source prepared to supply the invention 
either by local. production or by importation On a “competitive 
basis. 


Any Canadian manufacturer interested in adopting the invention 
would then be able to do so without any obligation to pay royals 
ties or to follow compulsory licensing procedures prior to the 
adoption of the invention. Where additional knowhow is required, 
this will have to be obtained from the patentee by means of a 
negotiated contract or generated at home. 


By incorporating a positive incentive for patentees to license 
their inventions for production in Canada, Canadian industry will 
be in a better position to benefit from the early adoption of new 
technology. The benefits flowing from intimate exposure to such 
new technology include enhancement of Canada's technological 
capabilities and improvement of the prospects for Canadian indus- 


try to participate in or generate further new technological 
developments. 


With respect to process inventions (which often relate to proce- 
dures which improve production efficiency), protection will only 
be available Once the improved process has been adopted by indus- 
try in Canada (s 22). The effect of this provision is to provide 
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an incentive for the adoption of new technology in Canada, but 
only to provide protection where such technology has in fact been 
adopted in Canada. 


By these provisions it is intended that the Canadian patent system 
shall continue to operate in the future in a manner which is of 
Significant benefit to Canada. The inclusion of special provi- 
sions to encourage the working of inventions in Canada is, how- 
ever, contingent on the adoption of further provisions respecting 
the exhaustion of patent rights. 


ies) Exhaustion 


59. In order to limit the incentive force of the patent 
right and to prevent encouragement of the establishment 
of inefficient industry in Canada, the patent right will 
permit free importation into Canada of goods Originating 
with the patentee or persons related to him eonce.s0th 
goods have been marketed anywhere in the world. 


The granting of a patent monopoly by its very nature creates a 
distortion in the normal allocative process of the free market. 


In deciding to retain the patent system with its inherent element 
of private monopoly it is assumed that the resulting allocative 
distortions are worth the price to society. The benefit perceived 
is presumed to be the increase in the rate of invention and inno- 
vation (and thereby, hopefully the improvement of the general 
public welfare) that results from the Latroductiion? of ther patent 
might. 


If the patent monopoly is so complete in its scope that it permits 
the holder to essentially isolate the Canadian market from all 
Other markets in the world there exists the very real possibility 
that patentees may practice international price discrimination to 


the detriment of Canadians. Under such circumstances the Economic 
Council concluded that Canada would be paying more than her fair 


Share of the world costs of promoting invention and innovation and 
that the costs of the patent system under such circumstances would 


| exceed the benefits. 


By permitting the importation of patented products under the 
principle of exhaustion, the proposed law will, all things being . 
| €qual, substantially reduce the possibilities that such interna- 


tional price discrimination can be maintained. Exhaustion. wid 
apply where an imported product originates with the holder of the 
Canadian patent or a firm or individuals related to the Canadian 
patentee (s. 25). Exhaustion will permit cheaper foreign goods to 
flow freely into the Canadian market irrespective of the existence 
of Canadian patent rights in cases where a substantial price dif- 
ferential exists between markets. 


Through this mechanism the differential between Canadian and 
foreign prices for the same article will be limited by the costs 
of transportation, tariffs and related taxes and not by the 


existence of private statutory rights which confer the ability ike 


engage in effective price discrimination between national markets. 


= ae? = 


Provisions implementing the principle of exhaustion in the pro-- 


posed law have also been introduced on a second separate ground. 


The Economic Council showed legitimate concern that any _ special 
provisions for encouraging the working of invention in Canada 
could lead to the establishment of inefficient industrial facili- 
ties which, once the protection of the patent monopoly terminated, 
would be unable to survive in the face of global competition. 
Canada, as is the case with all other countries, has a finite 
amount of resources, both human and capital, with which to promote 
industrial progress and provide for the common welfare. Any 
intervention by government which tends to distort the normal 
forces leading to allocative efficiency in the marketplace will 
effect the rate of substantial costs associated with lost oppor- 
tunities. For a state as heavily dependent upon trade as Canada, 
any diversion of resources into industrial sectors that would 
likely be unable to survive global competition without patent 
protection represents a substantial cost, both of an immediate and 
of a long-term nature. In the: long run, they diversion G@ 
resources to protected industries means that resources that could 
have been used in other sectors with a greater potential of 
commercial success will be forever lost. 


While the Economic Council recognized that benefits could flow 
from having patented inventions worked in Canada (through the 
gains associated with technological knowhow that is acquired by 
involvement in the innovative process) the Council also_ stressed 
that, to the greatest extent possible, the laws of comparative 
advantage should be allowed to reign unfettered by artificial or 
hidden constraints. In this manner, the Council perceived that 
the long-term viability and efficiency of the Canadian industrial 
structure would be assured. 


Correspondingly the adoption of provisions for encouraging the use 
of new technology by working patented inventions in Canada _ can 
only be introduced into the proposed law as long as exhaustion is 
effective. While the Economic Council warned against the use of 
the patent system as an instrument for indiscriminately encour- 
aging local manufacturing in Canada, the basis for this concern 
was the danger of artificially supporting industries which could 
never become internationally competitive. With exhaustion incor- 
porated as a fundamental feature of the proposed law, this_ risk 
will be substantially reduced. 


On this basis, the new law has been structured on the assumption 
that patent legislation can still usefully serve as an incentive 
to the establishment of innovative production facilities in 
Canada, but only in those cases in which Canadian production can 
be carried on so efficiently that the competitive effects asso- 
Ciated with exhaustion are not likely to arise. 
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P.6 Limitation on Rights Granted 


6. Rights granted under patents are intended to be no 
greater than necessary to support the goal of encour- 
aging research, disclosure and innovation in Canada, 
and are designed to reduce as much as possible, consis- 
tent with the other objects of the legislation, the cost 
to industry and to consumers of maintaining the patent 
system. 


Accepting that the patent system is intended to operate as an 
economic instrument, serving as an incentive for reseach, dis- 
closure and innovation in Canada, the draft law limits the patent 
Yight to avoid the granting of privileges which fail to serve a 
useful economic purpose. 


‘The maximum term of protection has been set as 14 years from 
priority date (ss 26, 27). The term under the present act is 17 
years, running from the date of grant of a patent. 


If it is accepted that the patent system, as an economic instru- 
Ment, operates in its beneficial aspect as an incentive at the 
time that entrepreneurs decide to undertake exploitation of a new 
invention, then the incentive value of the last years of the 
‘patent term must be significantly discounted. Rather than allow 
/some patentees a substantial, possibly excessive benefit from an 
extended term of protection, (the prospect of which carried little 
}incentive effect when the decision to innovate was first made) a 
shorter term has been adopted. 


|In considering the types of rights which should arise on grant of 
.@ patent, the concept of protecting a known product produced by a 
‘novel and inventive process has not been included (s. 20). A 
product which is not in itself novel and patentable will generally 
|\be free to circulate in Canada, irrespective of its method of 
manufacture. 


The only exception to this proposition will be the reservation 
allowing patentees to bar importation of such products where the 
process has been adopted in Canada (s 22). This furthers’ the 
“objective of encouraging innovation in Canada. Pending the ini- 
tiation of manufacturing, consumers will be free to acquire known, 
unpatentable products abroad, irrespective of their method of 
‘Manufacture. Even when local manufacturing is established, the 
Circulation of such products already within the country will 
continue free from interference by the patent right. 


Another feature of the law which limits the patentee's rights 
respecting importation is the provision excepting from the 
patentee's rights the power to restrain Canadian manufacturers 
from importing patented products which are subsequently exported 
'(s 24(1) e, £). These provisions are incorporated in recognition 
of the fact that, as an economic instrument, the Canadian patent 
System is incapable of guaranteeing to Canadian patentees a 
competition- -free environment in foreign markets. Granting the 
patentee the right to Suppress the circulation in Canada of goods 
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ultimately destined for sale on an export market will not guaran- 
tee the patentee the benefits normally associated with an = exclu- 
sive monopoly. Therefore, such rights can have little value as an 
incentive. -If they cannot serve as an incentive, (there is ne 
justification for incorporating them in the law. 


The same arguments and policies also apply in respect of the right 
of patentees against Canadian manufacturers who manufacture pro- 
ducts destined ‘tor export markets (sw 24 (2). a)s To retain fog 
patentees the power to restrain manufacturing carried on in Canada 
solely for the purpose of supplying a foreign market would only 
ensure that foreign patentees gain a special advantage over 
Canadian patentees, enabling them to use the patent system to 
prevent Canada from being used as a base to manufacture for the 
purposes of world trade. Since the power to restrain such manu- 
facturing activities cannot advance the objects of the Canadian 
patent law, there is no rational purpose for maintaining such 
rights under Canadian law. 


For the purposes of protecting Canadian industry and, in the case 
of food and medicine, to protect particularly the Canadian con- 
sumer, the draft law incorporates extensive compulsory licensing 
provisions (s 53-55, 57). Generally these compulsory licensing 
provisions are already reflected in most respects in the present 
act. 


Licences will continue to be available for manufacturing in Canada 
where the patentee fails to arrange such manufacturing himself 
(s. 53). Rather than allowing the right of access to such inven- 
tions to be tied to the date of grant and thereby be delayed in 
proportion to the period of time that the patent application is 
pending, any person will be entitled to apply for a licence to 
manufacture under a patent in Canada, if it is not otherwise being 
worked in Canada by the seventh year from the priority date. This 
will ensure that even before the initial nine-year term is com- 
plete,'an, opportunity will’ exist for »Canadian “industry sltcoe wae 
earlier access to new technology. 


Where Canadian industry can demonstrate that the establishment or 
development of commercial or industrial activity in Canada ad¢ 
being unfairly prejudiced, licences will be available as of right 
without delay .(s.57)s To prevént)this-rights) of . incentives jee 
application will be limited to cases of need and to circumstances 
where the grant of a licence will in fact remedy a prejudiciag 
condition. 


Pursuant to the recommendation of the Economic Council, patentees 
holding rights to complementary technology will be given access to 
adopt other inventions necessarily involved in the exploitation of 
their own patents (s 54). This will ensure that companies which 
invest in research on improvement inventions will be entitled to 
immediately apply the technology that they have developed. Con- 
versely patentees with. rights over basic inventions will be 
ensured access to apply improvement inventions. 
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The compulsory licensing provisions respecting food and medicine 
will also be maintained in substantially their present form 
(s 55). The procedure for granting such licences will be speeded 
up by making interim licences available immediately. 


The proposed draft law incorporates provisions which will protect 
persons independently acquiring knowledge of an invention who take 
steps to invest in its exploitation in Canada (ssbQ) Ini thescase 
where a decision has been made independently to adopt an invention 
without reliance on the need for patent protection; \V part SOE, “the 


(justification for granting a patent right to another who has 


applied for a patent is absent. Manufacturing is proceeding with- 


out the need for a special incentive. The imposition of patent 


restraints over a manufacturer who was prepared to proceed 


independently with production without the Support of patent pro- 


tection seems correspondingly unfair and wasteful. Accordingly, 


the proposed law grants immunity from patent interference to such 


persons by giving intervening rights with respect to patented 
inventions. 


The intervening right established under the proposed law is a 
continuing right to use the invention accorded to a person who has 
commenced to use that invention before it was made available to 
_the public by the patentee. In some countries this is called a 


right of personal possession. Somewhat similar provisions already 
exist under the present act, which allow goods produced and stock- 
piled before the grant of a patent to be sold freely after grant 


|of the patent (present s 58). 


In summary, all of the foregoing provisions have been adopted on 
the basis that no rights should be granted which cannot be justi- 


fied on the basis of advancing the objects of the law; and where 
rights are ostensibly granted, they are limited or moderated in 


| Cases where the potential loss, cost or injury to Canadian indus- 


try or to the consuming public outweigh any contribution that 


would otherwise be obtained by enlarging the patent right. 


P.7 Improved Value of Patents 


dea Patent ‘rights~' will be’ subject to provisions 
improving their validity and therefore their value as an 
economic instrument serving as an incentive Tor 


research, disclosure and innovation in Canada. 


The proposed draft law recognizes that if patent rights are to 


serve as an incentive, they should be as substantive and real as 
possible, within the constraints imposed by the public interest. 


This policy requires both that the right granted should be effec- 
tively enforceable in restraining unauthorized exploitation of an 


invention, and that the existence of such right will be reasonably 


i'@ertain. 


The proposed draft law expresssly includes provisions prohibiting 
acts of contributory infringement (s 21). If the patentee's 
rights are to have meaning, then the patentee should have the 
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broadest scope to restrain infringement at any point in the pro- 


~ 


cess by which the infringing activity arises. By extending to thes 


patentee the power to restrain acts of contributory infringement, 
the patentee can take action against manufacturers who supply 
means suitable for putting the invention into effect but who would 
otherwise not be carrying on an activity falling within the scope 
of the claims of the patent. 


In conjunction with the early publication provisions of the new 
law, the proposed act guarantees patentees an interim right to 
receive compensation for use of the invention prior to actual 
grant of the patent (s 23). This provision will .remove, much 96% 
the prejudice to patentees' rights that would otherwise arise 
through early publication, administrative delays in granting a 
patent and the running of the term from the priority date. 


In order to give the patent, once granted, improved status, its 
deterrent effect against repeated infringers is improved by 
expressly acknowledging that the court may award exemplary damages 
against repeated infringement (s 66). This provision will apply 
in cases in which the patent has already been litigated between 
the parties or where an earlier dispute has been settled on _ the 
understanding that the infringer will not further infringe. The 
right to exemplary damages, available but rarely applied under the 
present law, is given express recognition under the proposed law. 
This right will serve as an alternative to quasicriminal contempt 
proceedings which may be subject to criminal standards of proof. 


Besides incorporating provisions which enhance the rights avail- 
able to patentees, the proposed draft law also contains provisions 
directed to improving the validity of patents. 


The existing law has always proceeded on the basis that a patent 
may be declared null and void at any time on the grounds that it 
should never have been granted. Since the criteria for grant of 
patent include both standards of novelty and creativity (inven- 
tiveness) which depend on the state of the art at the priority 
date, a patentee, under the present law, can never be sure whether 
his patent is in fact valid. This uncertainty detracts from the 
value of the patent as an economic instrument. 


Although not relieving the patentee entirely from the prospect of 
having his patent revoked on grounds of lack of novelty, the pro- 
posed law forecloses such an attack after the ninth year (s_ 75). 
This will ensure that any patent which remains in force for the 
extended term of 14 years on the basis that it is being used to 
Support industry in Canada, cannot, during this latter portion of 
the patent term, be revoked on the technical grounds of lack of 
novelty. The patent will still remain throughout its full term 
impeachable on narrower grounds such as insufficient disclosure, 
false statements provided to the patent office, or use of the 
patent to commit a combines offence. 


In order to assist patentees who believe their patents may be 
defective by reason of inadequate or incorrect disclosure of the 
invention, provisions have been incorporated allowing the patentee 
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decision to amend his patent during revocation proceedings or 


to enter substantial amendments to the disclosure at any time, 
either while the application is pending or even after grant 
(s 38). Without affecting the scope of monopoly claimed, such 
disclosures will enable patentees to remove from the _ specifica- 
tions defects that might otherwise be seized upon by infringers in 
order to challenge the validity of the patent. Phigocrightbierro 
amend will not apply where persons move promptly to challenge the 
patent before the patentee takes steps to amend voluntarily 
(ss 39A, 77). The effect of these provisions will be to encourage 
patentees to correct at an early date patents with defective 
disclosures. 


The validity of some patents is also shadowed by reason of uncer- 
tainty concerning the identity of the inventors responsible for 
the conception of the invention. This situation may particularly 
arise in a corporate research office where a team has been 
involved with work leading to the creation of the invention. 


‘Accordingly, a looser definition of "the inventor" under such 


circumstances has been adopted (s 2 and 30(1) c). Further, 
erroneous naming of persons who are not inventors or failure to 
designate all of the involved inventors can be corrected both 
hile the patent application is still pending (s 32(1)) and after 
the patent has been granted (s 39). Where a patentee makes a 


while he is attempting to rely on his patent during the course of 
infringement proceedings, his right to amend would be subject to 


the discretion of the judge and to special concessions to other 
parties involved in the litigation (s 77). 


The foregoing examples summarize the more prominent instances in 
which provisions have been adopted to improve the value of rights 
granted under patents, in respect of the manner of their enforce- 
ment and of patent validity. 


P.8 Patent Enforcement and Dispute Settling 


8. The impact of enforcement of patent rights on 
infringers has been moderated to minimize the injury or 
loss which may arise out of such enforcement. Provi- 
sions are also included to provide alternatives to 
litigation and to reduce the likelihood of litigation 
and the costs of enforcing patents. 


Under the proposed law, liability to payment of damages for 


infringement of a patent will not arise until a person has_ had 


actual notice of the existence of the patent (ss 61(1), 23(2)). 
This provision has been adopted in pursuance of the policy that 
where a patent must be enforced, the procedure should be no more 
disruptive than necessary, consistent with the aim of ensuring 


| that patent rights still have substance. 


Further provisions adopted with this object in mind include the 
-Yight of a person holding a stock of infringing goods at the time 


that he receives notice of the existence of a patent to dispose of 


such goods in a manner which does not disrupt the patentee's right 
to exploit his invention in the Canadian market (s 62). 
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Even in the case of a person who had wilfully infringed a patent 
after having received notice and who thereby became liable to pay- 
ment of damages, the court will’ have discretion to allow deferred 
payment of such damages (s 63(3)). This provision will prevent a 
large monetary judgment in a patent action from unreasonably 
injuring otherwise legitimate business activities of a defendant. 
Further, the present procedure by which a defendant may be ordered 
to account for and pay over all of the profits that he earned in 
the course of any unauthorized use of a patent has been prohibited 
as being unduly onerous to enforce (s 63(7)). 


No attempt has been made in the proposed law to make recommenda- 
tions regarding the fact-finding or other trial procedures adopted 
in the Federal Court. Rather, the law has been prepared on ~th@ 
basis that the Federal Court will constitute the central adjudica- 
tion body for the enforcement of this particular federally-created 
right. Opportunities, however, have been established for certain 
of the technical issues relating to patent validity to be tested 
by the public before any proceedings are taken in the Federal 
Court. 


Under the proposed law the Commissioner of Patents, as the officer 
in charge of administering the Patent Act and granting patents 
under it, will have expertise in evaluating the patentability of 
alleged inventions. As an alternate procedure to challenging the 
validity of issued patents before the Federal Court, members of 
the public will be entitled to intervene to oppose the allowance 
Of applications before they issue (s 43). This provision, made 
possible by reason of the early publication provisions of the law, 
may, particularly where examination of an application has _ been 
deferred until it has become relevant, allow disputes on the 
patentability to be fully argued before the patent office without 
resort to court proceedings. Participation «ins; stich Jopposi tiog 
proceedings is encouraged by the suspension of the presumption of 
validity that would normally arise where a patent is allowed if 
the opposer appeals the allowance to the Federal Courg 
(s 43(8,9). Furthermore, in proceedings before the patent office 
both applicants and interested members of the public will have the 
Option of relying on the services of registered patent agents, it 
is hoped, at lower costs than would be incurred through court 
Litigation. 


As a further talternative too litigation before. thes secourts, ts 
proposed that the patent office be made available to serve as an 
authority for rendering nonbinding rulings on the relevance of 
newly discovered prior art once a patent has been granted (s 47) 
The expectation is that in some cases, in which the main litigious 
issue between a patentee and alleged infringers is the validity of 
thes spacent,\"the prospects) «tor voluntary settlement will be 
improved where an independent authority offers an opinion on _ the 
relevance of the newly discovered prior art. Again, proceedings 
of this nature may be carried out by patent agents in the normal 
course of their business. 
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Through the foregoing provisions it is expected that the evalua- 
tion and enforcement of patent rights will be made less costly and 
less injurious for patentees as well as for concerned members of 
the public. 


P.9 Improved Public Disclosure of Patents 


9. The value of the patent system as an instrument of 
information policy is advanced by provisions requiring 
earlier and improved disclosure relating to inventions. 


The present patent law contains substantive requirements with 
respect to the disclosure which must accompany a patent applica- 
tion. The proposed law continues this policy and, in particular, 
requires the applicant to describe both the invention, ie: the 
principle or technical effect by which it achieves its beneficial 
results, and the best modes known to the applicant for applying 
the invention to useful ends (s 34(3)). The ability of the appli- 
cant to meet this standard of disclosure is enhanced by a generous 
right of amendment, allowing the patentee to upgrade his disclo- 
sure (but not necessarily the. scope of monopoly) at’ any time 
Suring the application stage.or.during. the. life.of ‘the patent 
is 38). 


While the incidence of misleading disclosures in patents may not 
be substantial, a provision making patentees liable for any false 
eeacements relied jon -by ‘third parties, and) resulting. in. loss’ ‘or 
Pijunry is incorporated into the law (s 37).. The expectation is 
mhat all persons interested in acquiring rights under a patent 
will be motivated to insist that any aspects of the disclosure 
|which are insufficient, ambiguous or potentially misleading be 
1 corrected. 


miOt Only 1s it important that inventions be fully disclosed, but 
|it is also desirable that they be disclosed at as early a stage as 
possible. Under the proposed draft law, provision has been made 
to publish pending applications at a fixed period after priority 
Maate irrespective of the stage of examination. (s 40). Even 
earlier, bibliographic data on the existence of the application 
will be published immediately after receipt of the application by 
the patent office (s 40(4)). 


Following publication, any further amendments that the patentee 
makes with respect to either his disclosure or his claims will be 
available for immediate public inspection. This will ensure that 
members of the public contemplating adoption of an invention will 
be able to determine at an early state whether a potential mono- 
'poly may subsequently issue from the patent office, adversely 
.affecting investments they may have made. 


|Finally, as part of the policy of encouraging patentees to dis- 
close publicly the disposition of rights under patents, registra- 
‘tion of any grant of an interest in a patent or application is 
Made mandatory (s 81). This obligation is sanctioned by denying 
the patentee the right to claim damages for the period during 
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which there was a failure to register a transferred interest under 
a patent (s’ 64a). It is further sanctioned bya declaration that 
no monies are payable under any licence in respect of which there 
has been a default to register (s 82(3)). 


On the basis of the foregoing provisions, it is anticipated that 
the patentee will be encouraged under the new law to make a full 


disclosure with respect to his invention and use of his patent” 


rights at the earliest opportunity, pursuant, to ~the>’ publig 
interest. 


P<10 ‘ Transfer of Rights in ‘Inventions 


10. Provisions are included to protect Canadian inter- 
ests in inventions made by employed inventors and by 
corporations working prior inventions under licence, and 
to assist the individual private inventor. 


The greater portion of inventions presently being made throughout 


the world originate in corporate or research institutes with 
ownership or control over such inventions passing to employers. In 
Canada, in a substantial number of cases, such rights may be 


passing either to foreign corporations or Canadian subsidiaries of © 


multinational enterprises. 


As subsequently detailed under the heading of competition policy, 


the proposed law contains an express prohibition against the 


assignment or transfer of any rights in future inventions of 


unknown value (s 80(4)). This provision, by itself, would beg 


totally incompatible with the r6éle of the employed inventor. In 


order to accommodate the realities of the invention-making process 


in the modern context, the proposed draft law contains a specific 


exception to the above general prohibition, vesting rights’ to 


inventions in the employer where an employee makes an invention ~ 


while acting within the scope of his duties (s 86(2)). 


This provision largely reflects the present common law in Canada 


with respect to persons who are employed for research purposes or 


have senior status within a corporation. It will, in the absence ™ 
of a written agreement, protect and reserve the benefits of such ~ 


inventions to the employer. 


Rights in future inventions may also be assigned by employees to 


their employers by way of a written agreement (s 86(2)b). Unlike 


the present law, rights are only assignable with respect to inven- _ 
tions associated with the employee's employment and, further, will — 


not be permitted with respect to inventions made, at the latest, 
12 months after termination of employment. Where rights in an 
invention have vested automatically in an employer by reason of 


the above provisions, provisions have been adopted which will give © 


the employed inventor an opportunity to recover his rights if the 
employer is not prepared to pursue them further (s 86(3), (4)). 


The combined effect of these provisions should be to increase the 


awareness and interest of both management and employees in the 
proper management and early exploitation of new inventive ideas. 
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In this manner, the patent law will be contributing toward cre- 
jation of a general environment in Canada which is conducive to 
innovation. 


)While the foregoing provisions apply to the transfer of raghts’ +4n 
inventions between employees and employers, provisions are also 
incorporated in the proposed law governing the transfer of rights 
between parties to licensing agreements. Under the proposed law 
the general prohibition against assignment of rights in future 
inventions will operate to ensure that industry, as a condition to 
) obtaining rights to apply technology under licence, does not con- 
} sent to loss of control in advance over improvement inventions 
}made in the course of applying such licensed technology in Canada 
}(s 80(3)). In recognition of business practicalities, however, 
ithe right of a licensor to negotiate for at least a nonexclusive 
} licence under improvement inventions has been preserved (s 87(1)). 
Furthermore, where parties jointly carry out research, they will 
ibe entitled to allocate such future right as may arise between 
them (s 87(3)). 


| Both of these provisions operate as exceptions from the background 
| prohibition against assignments of rights in future inventions of 
-unknown value. The more general prohibition will assist in 

reserving to Canadians, as much as possible, discretion over the 
disposition of rights in inventions made in Canada. At least, 
) when rights in such inventions are transferred, such transfers 
|will take place once the invention has been made and an estimate 
|} of its potential value is possible. 


.A further provision in the draft law directed to protecting inven- 
_tors is contained in the prohibitions respecting patent, agent 
services (s 98). These prohibitions extend beyond the provisions 
lof the present act, which are limited to proceedings before or 
| transactions with the patent office. The combined prohibition and 
registration provisions of the proposed law will permit supervi- 
'sion of the further steps of representing applicants before the 
patent offices of foreign countries and the provision of the 
|services of an ‘invention broker' in relation to the exploitation 
of inventions either in Canada or abroad. These provisions are 
|incorporated in recognition of the fact that foreign rights 
| respecting the exploitation of inventions are at least equally and 
probably more important to Canadian interests than the rights 
which can be obtained in Canada under the patent act. Accord- | 
'ingly, the same arguments justifying government supervision of 
patent agents under the present law apply as against these other 
activities. 


The proposed law also contains provisions to assist the private 
-inventor or small corporate patentees. While participation by 
these types of patentees in the Canadian patent system is minor, 
they represent a class for which the acquisition of patent rights 
can have considerable significance. Special government programs 
to assist such patentees are more properly activities which should 
fall under the jurisdiction of other government departments. The 
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proposed law does, however, contain provisions which may compli- 
ment such programs as may be established by the Department of 
Industry, Trade and Commerce. 


While a system of provisional applications has not been adopted, 
generous amendment provisions and the right to claimi.priority. Gee 
the basis of prior Canadian applications will have aé_e similar 
effect (s 34(1)). Applicants will therefore not be forced to file 
complex and perfect applications in the first instance. A program 
for deferral of fees will also be possible (s 4(1)g (vi)). 


While provisions of this type will result in only modest assis- 
tance to private inventors and small corporate patentees, their 
operation will produce further information on the needs of this 
special class of patentees. 


Q Consideration of Further Matters 
Q.1 Patent Authority 


The structure of the Patent Authority referred to throughout’ the 
proposed draft law has not been specifically dealt with in the 
format ofa proposal for draft \Leguslazion; This tribunal ise 
however, an important feature under the new law. 


Under the present law the Commissioner of Patents is given exten- 
Sive powers to decide various kinds of disputes. Besides being 
ultimately responsible for the decision whether a patent applica- 
tion will be allowed to issue, the commissioner is also respon- 
Sible for the issuance of compulsory licences (present ss 41 and 
66-71). This involves deciding whether an invention is being 
worked on a commercial scale in Canada, and whether industry is 
being unduly prejudiced. The responsibilities of the commissioner 
are therefore divisible into distinct categories. 


The proposed law has been drafted on the basis that it will con- 
tinue to be the responsibility of the commissioner to administer 
the patent office and to apply the Patent Act with regard to _ the 
examination of patent applications. It 1s expected >that, tha 
commissioner will, with his staff, be experienced and expert in 
the procedure of evaluating whether applications qualify for grant 
of a patent. Nevertheless, all but the most direct and unconten- 
tious fact-finding responsibilities have been removed from his 
jurisdiction in order \to permit the commissioner to devote his 
attention to°this primary responsibility =" supervision “of ~ tae 
patent-granting process. 


As indicated earlier, issues of fact and the decision on whether 
facts constitute sufficient grounds to activate provisions of the 
law are generally assigned to the Federal Court of Canada. That 
institution, as a court of law which proceeds on the basis of the 
adversary system, is the appropriate forum for investigating 
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complex issues of fact and applying principles of law. Accord- 
ingly infringement, revocation and similar proceedings have been 
assigned to the Federal Court. 


Certain provisions under the proposed draft law entail issues 


which go beyond the mere determination of fact and application of 
law. Questions involving evaluation of matters of an economic 
nature, or having a Significant policy element, or being of a 


particularly complex technical nature, have been allocated to be 
dealt with by an administrative tribunal. Examples of matters 


assigned to this Patent Authority under the proposed law include: 


1. whether an invention is being worked in Canada on a 
commercial iscale (ss. "225" 27,. 53); 


2. whether the holder of a patent covering complemen- 
tary technology really needs access under ae prior 
patent in order to exploit his own inventions 
LS 54)7 


o. @whether  yeommercial or industrial activities in 
Canada are being unfairly prejudiced by the licen- 
Sing policy of a patentee (s 57); 


4, the amount of compensation payable in recognition of 
a patentee's interim righhts after publication and 
before (gqrant’ ofa) patent) i(stv23)i; 


5. the amount of compensation payable for use of an 
invention by Her Majesty (s 56); and 


6. the amount of royalty payments due under compulsory 
Wireences ‘(ss 53,°54, 55° ‘and 57 * as wdeternminedy py 
os) 


imo the extent that the issues to be decided by the Patent ‘“Author- 


ity are not purely judicial matters but require the application of 
economic standards, they are clearly not appropriate for a court. 


|A court is not normally entitled to carry out any investigations 
igen ts Own account. Rather, it must rely‘ upon the qualvcy '-or 
information presented by the respective parties that appear before 


a’. 


Where complex economic issues are involved affecting the general 


Mmablic interest, it is preferable to assign these issues to an 


administrative tribunal which has the resources and inclination to 
develop its own expertise in the field of its responsibilities. 
This freedom, the ability to acquire information independently and 
HO define a policy where one did not previously exist, is an 
essential distinction between an administrative tribunal and a 
meurt of law. .iteis not merely a matter of ensuring that the 
@ecision making authority is a technical, specialized one in the 
field in which it must make decisions. Rather, the generation and 


re-evaluation of policy is a continuing exercise which is likely 
to proceed best under the structure of an administrative tribunal. 
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No express suggestion has been made in the draft patent law 
concerning the appropriate structure for the Patent Authority. 
Various possible arrangements will, however, be suggested as a 
basis for discussion. 


Consideration could be given to designating a panel of the 
Restrictive Trade Practices Commission to act as the Patent 
Authority. This would have the advantage of drawing on _ the 
experience of individuals who are continually exposed to economic 
issues involving the operation of the marketplace. The experience 
of members of this panel in other aspects of competition policy 
would assure that it would be continually aware of the general 
public interest which may be involved in its . decisions. Con- 
versely, members of the Restrictive Trade Practices Commission who 
sit as part of the Patent Authority would benefit from exposure to 
the interests and concerns of industries which are legitimately 
pursuing the exploitation of their patent rights. This alterna- 
tive has the further advantage of utilizing the resources of an 
already existing body. 


Another alternative would be to establish the Patent Authority as 
an independent body, either reporting directly to the Minister of 


Consumer and Corporate Affairs in the same manner as the 
Restrictive Trade Practices Commission, Or operating within the 
Bureau of Intellectual Property. In either case, the Patent 


Authority would ultimately report to the Minister of Consumer and 
Corporate Affairs as the person responsible for the maintenance 
and operation of constraints and provisions controlling the opera- 
tion of the marketplace in Canada. This proposal, while it would 
result in the creation of a new body, could provide for some of 
the expertise developed within the Department of Consumer _ and 
Corporate Affairs to be made available to assist the Authority in 
its responsibilities. 


A further alternative structure for the Patent Authority would be 
to constitute a special judge of the Federal Court, preferably 
selected on the basis of background experience or expertise in 
matters relating to economics, competition policy and industrial 
property law to sit as a tribunal. This step was taken in the UK 
with the creation of the Patents Appeal Tribunal in 1949 following 
the recommendation of the Swan Committee. Sitting as the Patents 
Appeal Tribunal, a special judge of the High Court hears ala 
appeals from decisions by the UK Comptroller of Patents, including 
those on whether or not a patent should be issued (or should be 
revoked during the one year postgrant opposition period) as _ well 


as reviewing decisions relating to compulsory licence applica- 
tions. 


If a special judge of the Federal Court were appointed as _ the 
Patent Authority, it may be necessary to establish an independent 
staff to assist him in the research and policy generation aspects 
of his responsibilities. Again, this staff could be created 
either within the Department of Consumer and Corporate Affairs or 


independently of that department, but in any event reporting to 
that Minister. 
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As a final alternative, a mixture of the foregoing proposals might 
be considered. The Patent Authority could be constituted by three 
persons one of whom would be a judge of the Federal Court, and the 
other two persons being drawn from a slate of persons with exper- 
tise or experience in the fields of economics, industrial property 
law or competition policy. This is similar to the formula for the 
present structure of the Copyright Appeal Board, established under 
section 50 of the Copyright Act. It is also the structure pro- 
posed in the most recent UK White Paper for Patent Law Reform for 
a new court to replace the Patents Appeal Tribunal. 


This last proposal has the advantage of assuring that the Patent 
Authority will have at least one member who is experienced in the 
procedures of public hearings and capable of supervising the 
presentations of evidence which will form the basis of the tri- 
bunal's decisions. The other members would ensure that the Patent 
Authority has the background, resources and expertise to meet its 
quasijudicial policy-making responsibilities. 


Whatever the precise structure of this tribunal, its r6dle under 


the proposed law will be to assume many of the more complex non- 
judicial responsibilities now assigned to the Commissioner of 


Patents. It is expected that this separation of administrative 
and quasijudicial r6les will enable both the Comissioner and _ the 


meatent Authority to carry out their .respective functions more 
efficiently. 


Such a tribunal may also be appropriate to assume similar respons- 


abilities under other intellectual property laws. 


'~Q.2 Competition Policy 


The proposed draft law does not deal expressly with activities 


_which constitute excessive anticompetitive use of patent rights. 
_ Reference is made in the proposed draft law to the use of patents 


in relation to offences under the Combines Investigation Act 
(s 71(g)). That reference incorporates as a sanction in the 
patent law provisions for revoking a patent where the patent has 
been used to facilitate an offence under the Combines Investiga- 
fion Act. But the criteria defining what constitutes use of 
patent rights sufficient to merit prohibition on grounds of 
competition policy have generally been left to be established 
under the Combines Investigation Act. 


The provisions of the Combines Investigation Act relating to 
patents are now under review as part of the government's program 
to amend the competition law in general. Bill C-227 introduced 
before the 28th Parliament in 1973, contained a proposal for revi- 
sion to s 29 of the Combines Investigation Act, the section which 
now applies to patents. An effect of that proposed amendment 
would have been to change the present provisions, which apply 
wherever patent rights are used to interfere unduly with specified 
market activities, into a remedial section which would apply 
wherever use had been made of a patent to commit any offence 
against the substantive prohibitions of that act. The amendments 
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as finally adopted did not include changes to section 29, but 
changes in this regard are anticipated as part of further general 
revision of the Combines Investigation Act. 


While it is not the purpose of this paper to review the limits on 
fair use of patent rights in defining competition and restrictive 
trade practices policy, a few provisions relating to competition 
policy have been adopted in the proposed draft law and _ therefore 
some comments on the nature of the issues are included. 


The Combines Investigation Act contains in its definition (oF 
"monopoly" an express exception as follows (s 2): 


" .. a Situation shall not be deemed a monopoly within 
the» meaning! ©f/ this. definition iby hireason) vonly ~ormiLene 
exercise/ofvany) \rightw or ~enjoyment ,of any “anterest 
derived under) the. Patent Act)*or, anyother, Act, jot ythe 
Parliament of Canada." 


The effect of this reservation appears to protect any patentee who 
is merely exercising his rights under a patent from being guilty 
of a monopolization offence under the combines law. If it were 
not); for-other: provisions of), the law, it ~wouldjeappear jo . beiithe 
right of a patentee to withhold his consent from the doing of any 
of the acts reserved to him upon grant of ‘a patent. Under the 
draft law this would extend to the acts referred to in ss 20 or 
ve 


At first glance, it might seem difficult to conceive how, by the 
mere witholding of consent, a patentee, without ulterior motive or 
effect, (apart from advancing the exploitation of his invention) 
could-only qualify as. using his patent .ights,. to. Pacilivete ag 
offence under the combines law. Similarly, if the patentee were 
torgrant an, unrestraineds, unqualified consents torcarry/ outvallgios 
the acts that he is permitted to authorize under ss 20 or 22, the 
prospects for the commission of a combines offence would seem 
equally unlikely. But the law already acknowledges that the mere 
exerciseloft the*patent, righty im) certainsWelreums tances ;aemay emo 
intolerable. 


The original Statute of Monopolies excepted from its otherwise 
eee prohibition of monopolies the granting of patent rights 
only: 

‘eset SO asalson they not. be..4imischievous. todthes! state 
by, raising prices: of) commodities avcivnome;e tormehurts oF 
trade, Or\ generally inconvenient; )) (chusupray sp” 15) as 
Leproducediin RSOal so 7c, 328% 


The present Combines Investigation Act, while expressly removing 
the patent right from the definition of monopoly (andsthereby from 
the provisions prohibiting the formation of a monopoly), contains 
extensive provisions restraining activities other than those 
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related to the formation of a monopoly. The prohibitions of pre- 
sent s. 29 of that act contemplate that the use of patent rights 
may unduly enhance the influence that a patentee may have over the 
market, irrespective of his monopoly position. 


The Patent Act itself has for many years contained compulsory 
licensing provisions which come into effect whenever industry is 
unfairly prejudiced by reason of the ability of a patentee to 
withhold his consent to use of an invention. These provisions 
will be continued under the proposed ‘law <(s 57) THe "7£act that 
such licensing may be available does not, however, displace the 
need for provisions which are not contingent on the initiative of 
individual members of industry to apply fort a “olicenée? “rer for 
provisions intended to govern matters which are larger than the 
encerests of industry. 


In general, undue injury to competition in the marketplace may 
arise through use of patents in two different respects. The power 
Pr a patentee under the patent right “to withhold access to an 
invention may be so influential, either during’ its normal term. or 
by reason of effects that persist after its expiration, "4that Vit 
impairs the ability of the marketplace to operate in its otherwise 
normal fashion. Under these circumstances the mere existence of a 
patent may serve to enhance or entrench the monopoly position of 
the patentee in the marketplace beyond the limits contemplated in 
adopting the patent law. This situation may partly be met by the 
compulsory-licence provisions of the proposed draft law which make 
licences available in the public interest where industry is 
unfairly prejudiced by lack of access to an invention. 


Bepactent right may also be used’ as a bargaining instrument to 
influence or control conditions in the marketplace lying outside 
the scope of monopoly contemplated under the law. Lee" tsar ehne 
latter abuse, associated with the PIght’' to” licenses thatvenas 
generally attracted the most attention in considerations directed 
to reconciling the patent and competition laws. One of the main 
issues which must be considered in determining the boundaries of 
fair business practice in respect of the use of patent? “rights is 
the extent to which patentees may bargain with their ELgne (to 
license an invention. 


One method of defining a reasonable boundary to be imposed on 
licensing negotiations might be to decide that any tact! which 
allows the patentee to expand his monopoly beyond the scope of his 
Patent grant should be considered an offence. Alternately, any 
attempt by a patentee to limit activities not falling within his 
power of prohibition under the patent might be considered an 
offence. 


The Model Law for Developing Countries on Inventions prepared by 
WIPO's predecessor, the United International Bureaux for the 
BrOtection of Intellectual Property (BIRPI), suggests a statutory 
Provision based on this concept. The model law adopts as a rule 
for defining prohibited terms or clauses in licence agreements, 
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the test of whether such clauses impose restrictions "not deriving 
from the rights conferred by the patent" (BIRPI - 1964 Model Law 
on Inventions, arte .33) 


A series of express. qualifications to this «cule  are,i_however 
added. These qualifications are intended to preserve expressly 
the patentee's right to impose the following terms: 


(a) limitations concerning the degree, extent, quality, 
territory (or duration «of exploitation of \ tney;subr 
ject of the patents; 


(b) limitations justified by the interest of the licen- 
sor in the technically flawless exploitation of the 
subject of the patent; and 


(c) the obligation imposed upon the licensee to abstain 
from all acts capable of impeding or preventing the 
grant of- the patent or prejudicing its,<validity. 


The general principle of the model law, together with the listed 
exceptions represent one view on the type of limitations that a 
patentee can properly impose as a condition for granting a right 
of access to a patented invention. 


An alternate proposal, listing provisions which arguably should be 
prohibited in licensing arrangements as attempts at unreasonable 
extension of the monopoly grant, was set out by Roy Davidson, 
Senior Deputy Director, Bureau of Competition Policy, Department 
of Consumer and Corporate Affairs, ina lecture before the Law 
Society of Upper Canada delivered on June 14, 1974. Mr. Davidson 
suggested, for illustrative purposes and without intending to be 
exhaustive, that the following provisions may arguably have the 
effect of extending the monopoly grant: 


(1) charging royalties on patents they expire; 


(2) other restrictions, relating to the subject matter 
of the patent or to knowhow, which continue after 
the patent has expired; 


(3) the requirement that the licensee accept and pay 
for additional patents (to discourage a challenge 
to the validity of doubtful patents) ; 


(4) other tying arrangements such as the obligation to 
purchase capital goods or raw materials from a 
designated source or to make permanent use of staff 
designated by the supplier of the technology; 


(5) obligations to use the distribution channels of the 
licensor or otherwise to restrict access to chan- 
nels: of distribution: 


(6) restrictions on exports, whether or not the pro- 
ducts are protected by patents in other markets; 
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(7) higher royalty charges on goods for export versus 
goods for the domestic market; and 


(8) higher royalty charges to Canadian licensees than 
to licensees of the same patent owner in other 
markets. 


All of these activities may tend in some respect to extend ofr 
entrench the monopoly powers of the patentee either in time," in 
subject matter or in territory. 


A further list of provisions was also offered by Mr Davidson as 
having the effect of generally entrenching the patent monopoly and 
exceeding the rights intended to be conferred by the patent grant. 


(l) ‘restrictions requiring that the licensee not con- 
test the validity of the patents involved; 


(2) restrictions on obtaining patents, know-how or 
trademarks from other companies with regard co “Sethe 
manufacture or sale or competing products (thus 
prohibiting the use of competing technology) ; 


(3) restrictions establishing a total or partial pur- 
chase option over the business of the licensee in 
favour of the supplier; 


(4) restrictions requiring the transfer of any inven- 
tions or improvements to the licensor; 


(5) cross-licensing which has the effect of reinforcing 
a tight oligopoly (which is defined as a_ situation 
wiereryinucn (Ore \the’ output of " an” ‘industry is 
accounted for by a small number of companies who 
recognize their mutual dependence and therefore 
tend to coordinate their policies) ; 


(6) field-of-use restric- which may have the effect 
Lions s OL buying off the” most 
likely challengers to the 
(7) restrictions on the patent holder, who other- 
level of production; wise might invent around 
the patent or upset its 
(8) price-fixing; and validity by ensuring the 
monopoly gains will be 

(9) allocation of exclu- shared. 


sive territories. 


Consideration of whether provisions of these types should be 
expressly prohibited under the combines law requires an individual 
cost-benefit analysis of their impact on the competitive market 
mechanism, on the one hand, and their effect on the patent system 
aS an incentive instrument, on the other hand. 
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One test which could be applied might be to evaluate whether such 
practices are necessary in order to ensure that the patent right 
still serves as an adequate incentive instrument. If a practice 
significantly enhances the motivational force of the patent right, 
then this should be balanced against the costs of permitting such 
practice. If the privilege of conducting such practices 1s not oF 
major relevance to persons who might otherwise be expected to be 
influenced by the patent right, then some other justification will 
have to be found for allowing a departure from maximum free compe- 
ELCLON. 


It is with these considerations in mind that certain limitations 
on the patent right relating, fo, competition (policy, apart .biromisr 
compulsory licence provisions of s 57, have been incorporated into 
the arate aw. 


Under the proposed law there is a general prohibition against 
attempts to assign future rights in inventions of unknown value 
(s 80(4)). This provision is adopted to ensure that, future patene 
rights, except where business practicalities otherwise require, 
will vest in and benefit the inventor. This provision will pro- 
tect Canadian Industry from) consenting Co., loss 2 Of CONT. ©] aeam 
advance over improvement inventions made in Canada by Canadian 
industry in the course of applying technology under licence to a 
patentee. 


The exceptions adopted in recognition of business practicalities 
include the right of an employer to own the rights in an em- 
ployee's invention when the making of the invention falls within 
the scope of the employee's duties or arise in a limited period 
after termination of employment (s 86(2)a)). Other exceptions are 
the right of a licensor of technology to negotiate for at: least) aa 
nonexclusive licence under improvement inventions (s 87(1)); and 
the’ right of parties Jointly) carrying out wwesearch ico, al locamsa 
such future rights as may arise between them (s 87(3)). 


A further provision of the proposed law related to competition 
policy is the right of a licensee to challenge the validity of the 
patent under which he is licensed (s 88). This’, provision  7ae 
adopted, out Of consideration sor the vulnerable situation of Wa 
licensee who must pay royalties under a patent and at the same 
time face competition from infringers who are not so burdened. If 
the patent is invalid, any attempt by the licensee to secure 
enforcement of the patent against infringers will fail. If licen- 
Sees are not, to be placed «in a disadvantaged | position in) “tine 
marketplace, they must be allowed the option of challenging the 
validity of the patent under which they are paying royalties. 


These provisions generally reflect the instances where considera- 
tion of matters of competition policy have led to express qualifi- 
cations on the nature of the patent right. Further qualifications 


may arise in the course~ of “the amending of | the Combines 
Mvestigation Act. 
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Q.3 Transition Provisions 


Transitional policies governing transitional provisions which 
apply on repeal and replacement of laws enacted by parliament have 
generally been based on creating a minimum of disruption to the 
status quo. These policies need not, however, apply in the case 
of revisions of the patent law. 


Parliament has the power to preserve or abolish all rights sor 
privileges obtained under the present patent law as it deems 
appropriate. This was, in fact, the purpose and effect of the 


original Statute of Monopolies passed in 1634. Certain presump- 
tions have, however, been developed by the courts over the years 
in interpreting statutes. These presumptions operate in the 


absence of a manifestation by parliament that it intends the 
@eontrary. 


The basic common-law presumption is that repeal of a statute does 
not, unless parliament intended otherwise, effect things done 
under the old law that are past and closed. Vested rights. which 
had already been acquired on the date of repeal are generally 
presumed to be as unaffected by repeal, unless the act indicates 
Otherwise. Conversely, incomplete transactions that are in pro- 
gress at the time of repeal are not entitled to the privilege of 
being treated as if they had been completed. 


Most of these common-law principles have been codified under the 
Interpretation Act, RSC-1970 Chap 1-23. section 35 of that act 
provides that as an initial presumption, the repeal of an act does 
moc $ 


eo OtChWeeriect jaany, (right, (privilege, ‘obligation or 
liability acquired, accrued, accruing or incurred under 
the enactment so repealed;" 


nor is repeal assumed to: 


P2916) aprectspany.).\ legal proceeding jor wremedy in 
Pestect,tOrany such; right, privilege, ..5 " 


As indicated earlier, however, these provisions are merely inter- 
pretive directions which apply unless a contrary policy is adopted 
by parliament. The policy which should be applied with respect to 
any transition from the present to a new patent law should take 
into consideration not only the rights of persons under existing 
patents, but also the public interest. 


In making changes in a law which purports to grant rights, the 
effects of such changes on the beneficiaries of those rights are 
most easily recognized. The proposed patent law would, if imposed 
On patents already granted under the present act, significantly 
change the rights now afforded. In some cases, patentees may have 
Proceeded in reliance upon a certain term of protection, a term 
Which, under the proposed law may be considerably shortened. In 
Other cases, applicants may have filed for a patent in Canada 
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relying on the two-year statutory grace period presently available 
to previously publish their invention. To impose the new law 
completely in such cases may work serious hardship. 


But a change in the patent law will also affect the rights thag 
the public has to enjoy and exploit the ideas that would otherwise 
not be freely available. This changevwin the scope’ of freedom@ 
available to society at large should not receive less attention 
than the position of the patentee when examining the impact that 
changes in the patent law will have. The consuming public have an 
interest in acquiring goods from a variety of sources at competi-= 
tive prices. Canadian industry, as well, may wish to be free t@¢ 
apply new technology at as early a stage as possible. 


With these competing interests in mind, formulation of the transi- 
tional provisions of the new legislation could proceed on _ the 
basis of two distinct alternatives. The first alternative would 
be to decide arbitrarily that all patents obtained under the old 
law (and possibly even all applications filed under that _ law) 
would continue for the balance of their term to be subject only to 
the old law. The other alternative would be to subject not only 
pending applications but even outstanding patents to as _ many 

provisions of the new law as is practical. 


It is proposed that this latter alternative be adopted. The pro- 
posed law has been offered as an optimal compromise between the 
rights which should be afforded patentees and the public interest 
in limiting those rights or qualifying them to ensure that the 
patent system continues to operate in a manner which is beneficial 
to Canada. Any suspension of the operation of provisions of the 
proposed law should be limited to those cases in which changes 
from the provisions of the present law significantly injure 
patentees or applicants who have proceeded, to their detriment, in 
reliance upon the present law. 


Accordingly, it is proposed that all patents issued under the 
present statute (ie old patents) would be subject to the provi- 
sions of the new law except in the following respects: 


1. the term for such patents would extend under the new 
law without being conditional upon the establishment 
ofytlocal manubactuving in Canada, "WEow "Tagta efore 1) 
years» from grant? 


2. the prioriity date for old patents for purposes of 
defining the state of the art would be deemed to be 
two years prior to the date of the actual filing of 
the application for such patent in Canada, except 
for purposes of revocation proceedings based on lack 
of inventive step. In such cases, the patent would 
be tested against the state of the art on the actual 
date of invention; 
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3. the provisions of s. 63 of the present patent act 
giving cerrtain persons special status to challenge 
issued patents for up to one year after grant would 
continue to apply; 


4. the disclosures accompanying old patents would 
remain subject to the standards of the old law for 
two years from the date that the new act comes into 
force, giving patentees ample Opportunity to amend 
such disclosures to conform with the new law if 
necessary; 


5. no interim rights pursuant to s 23 of the proposed 
draft law would be conferred upon old patents; 


6. the provisions limiting grounds for revocation for 
lack of novelty under s 75 of the proposed law would 
not apply to old patents; and 


7. compulsory licences for nonworking would not be 
available until three years from actual grant of the 
Old patent. 


Other than the above qualifications, all provisions of the new law 
would apply to and govern old patents, as if they had been issued 
under the new law. 


The effect of the above proposal would be to subject all old 
patents to the standards of patentability and compulsory licensing 
regime of the new law. However, the new law is largely declara- 
tory of the old law with respect to patentability. The express 
exclusion of computer programs and programmed computers, while at 
Variance with some patent office decisions, establishes a definite 
policy in an area where the previous law was equivocal. 


The compulsory-licence provisions in the new law largely reflect 
the policies of the old law. These provisions are expressly 
adopted in the public interest and should apply for that reason 
notwithstanding changes in the detail of their application. 


With respect to applications pending before the patent office at 
the time that the new law comes into effect (ie old applications), 
the provisions of the new law would apply, except in the following - 
respects: 


1. the priority date for such old applications for pur- 
poses of defining the state of the art would be 
deemed to be two years prior to the date of the 
actual filing of the application for such a _ patent 
in Canada, except for purposes of conflict pro- 
ceedings or revocation proceedings based on lack of 
inventive step. In such cases, the application or 
patent resulting thereon would be evaluated on the 
basis of the actual date of invention; 
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2. all‘old applications would be’ published (under =~ the 
new law after the prescribed period following the 
priority date of the application as defined under 
the new law; 


3. the: term of 7 patents) sissting= "on “Old “applicaurons 
would extend under the new law as if the actual date 
of publication under the proposed law were the 
priority date for purposes of establishing term; 


4. the provisions “of \s@63rroFmithe’ epakent Yizet orving 
certain persons special status to challenge issued 
patents for’ up to Fone. year’ after” Grant would 
continue to apply with respect to patents granted on 
old applciations that issue within one. year” from 
publieatLlon; and 


5. compulsory licences for nonworking would not be 
available until three years from the coming into 
force of the new law or seven years from priority 
date, whichever is later. 


Apart from the above specific provisions, patents arising from old 
applications would be subject to all the provisions and procedures 
established under the new law. 


With respect to applications not yet filed, the only manner in 
which the new act would not apply would be to grant applications 
filed within two years from the date of transition, a grace period 
commencing two years prior to the actual filing of the application 
in Canada. This proviso would eliminate cases of hardship where 
persons had published their inventions prior to filing applica- 
tions in Canada, relying on the grace period available under _ the 
PECSENnurack., 


One further transitional provision is also proposed. The effect 
of chapter 8 of the proposed law would be to make certain types of 
agreements respecting assignment of future inventions invalid. 
Such agreements may already be in existence. Accordingly, 49 
order to prevent the operation of the new act from doing excessive 
violence to these older arrangements, it is proposed that the 
following provision apply: 


any agreement which purports to grant ownership or title 
in a future invention existing at the time the new law 
comes into effect and which would be inoperative by 
reason of the provisions of the new law, will be deemed 
to grant a nonexclusive licence. 


While the foregoing proposals are not intended to represent an 
exhaustive summary of all transitional provisions which could be 
incorporated at the time of adoption of the new law, they are 
intended to indicate the direction: of’ policy ,which»it is fel@ 
Should apply. That policy takes into consideration the special 
nature of the patent system and its effects, not only on _ persons 


claiming rights under existing patents, but also on the public ae 
general. 
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PART IV - ANALYSIS OF THE PROPOSED LAW 


Format 


This part of the working paper is a general discussion of the pro- 
posed law, which is appended separately. This discussion deals 
mainly with the structural details of the provisions themselves. 
However, at the beginning of the analysis of some of the major 
chapters of the proposed law, a more general discussion of objects 
and alternatives has been included. 


In developing a format for the proposed law, an effort has been 
made to reduce the law to easily readable and understandable 
terms, Organized so that the principles applied can be perceived 
and appreciated by ordinary people. As much as_ possible, the 
proposed law is intended to set out the requirements and _ condi- 
tions for obtaining and enforcing patent rights, without the 
necessity of reference to jurisprudence. 


The new proposed law is presented in draft statutory form. This 
lay draft is divided into chapters dealing with the prerequisites 
of patenting, the procedures of acquiring or enforcing patents and 
other collectively related matters. In each of these chapters, 
the new proposals are set out in the right hand column while the 
left column contains references to the corresponding or relevant 
sections of the present Patent Act, the European Patent Treaty, 
the Common Market Convention, the present US Code Title 35, the 
Ilsley Report, the Banks Report, the US President's Report, or 
Other relevant references. 


mm summary form, the topics assigned to-each of the chapters are 
as follows: 


Introductory The objects of the law along with the usual defini- 

Provisions - tions; the powers of the Governor in Council to 
pass regulations, and provisions to encourage a 
review after ten years. 


Ehapter 1 - "Patentability. »,; the .subject.matter. ox.,types of 
Poventons..which.qualify) for. theigrank.ofsa patent, 


Chapter 2 - ‘ai ghts) sAccruing /iUnder Patents) \i-. ihe various 
rights accorded to patentees at various stages of 
patent ownership. 


Chapter 3 - "Application Procedures for Acquiring a Patent" - 
WhO. teientitled). tovapply. itor avpatent..and tre ‘steps 
fo, be. taken by anvapplacant »towobtain a patent. 


Chapter 4 - "Proceedings. Before the. Patent Office" - the 
stages and procedures by which the Patent Office 
examines and grants patents, with provision for 
participation by the public. 


Chapter 5 - "Qualifications on Patent Rights" - exceptions and 
limitations to patent rights which arise through 
events or circumstances not related to the nature 
of inventions which are patented. 
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Chapter 


Chapeer 


Chapter 


Chapter 


Chapter 


Summary 


- "Enforcement of Patent Rights" - the prerequisites) 
to infringement proceedings and the nature 


remedies available to patentees. 


- "Revocation of Patents" - the circumstances under: 
which patent rights can be terminated, and th@} 


off 


| 
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remedial steps by which revocation can be avoided, 


- "Transfer of Rights" - assignment, licences, regis@ 
tration and restraints’on the transfer of pater 


rights. 


- "Administration" - the Patent Office, 


Commissioner of Patents, their powers and duties, 


and provision for recognition and supervision 


of 


the 


activities by patent and invention marketing 


agents. 


10 - "Offences and Penalties" - prohibited activities. 


of Proposed Patent Law 


Before enlarging upon the specific provisions of the various 
chapters listed above, it may be useful to summarize the 
provisions of the proposed patent law. 


1. 


Patents will be issued to the inventor who estab- 
lishes the earliest priority date by filing an 
application rather than maintaining the present 
system which is based on the first to invent. 


There will be no general grace period allowing pub- 
lication before filing of applications except that 
applicants will have a six-month period to file 
their applications where unauthorized publication 
had occurred in breach of confidence, where disclo- 
sure had occurred at designated conferences, and 
where necessary public experiments had taken place. 


To be patentable, an application will have to dis- 
close an invention which is susceptible of commer- 
Clal) or industrial application andrwhich is. not part 
of ‘the state, (of thevart) atv ther date” ‘offing. “or 
priority date. The state of the art will comprise 
everything made available to the public by means of 
written or oral ‘description, “by” use™ or in other 
ways. There will be no territorial limitation on 
use; the public would be the public anywhere. lLike- 
wise, there will be no limitation on the mode of 
disclosure. 


An express list of nonpatentable subject matter, 


capable of further extension by regulations, will be 
established. 
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Food and drugs made by chemical processes will be 
patentable independently of the process of manufac- 
ture. Products of this type, regardless of the 
method of manufacture, will continue to be immedi- 
ately subject to compulsory licensing in the public 
interest. 


An invention, to be patentable, will expressly be 
required to involve an inventive step. The 
inventive step will be defined by the criterion 
that, having regard to the state of the art, the 
idea would not have been obvious on the applicant's 
priority date to a person skilled in the art. 


No patent will be available for any invention in 
secret commercial use for longer than a prescribed 
period Draor) tovtiling: 


In determining priority between rival copending 
applications, the whole contents of an application 
having the earlier priority date will be citable 
against the other, contingent on the eventual publi- 
cation of the earlier application. 


Pending applications will be published after a pre- 
scribed perion fromthe; date, ofiefilingivor, .if 
priority has been claimed, from the priority date. 


Patentees will be entitled by way of interim protec- 
tion to claim compensation on account of use of an 
invention after publication and\prior’to grant of a 
patent;.aif,) in»fact, ai patent:isiactually granted. 


An applicant will be permitted to withdraw an appli- 
cation after filing and before the date of publica- 
tion in order to keep the invention confidential. 


Within a prescribed period from the publication of 
the application, if regulations so prescribe, the 
applicant may be required to request that examina- 
tion proceed or that examination be deferred. 


Examination could also be precipitated on the ini- 
tiative of third parties where the Commissioner is 
satisfied as to their bona fide interest in a deter- 
mination of the patentability of a pending applica- 
tion. 


After publication any party will be able to submit 
to azhe Patent Office prior art and arguments 
relating to the allowance of an application. These 
submissions would be in written form and would be 
refutable by the applicant by written argument. 
Anonymous submission would be permitted if desired. 
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The Patent Office will, after due examination, allow 
or reject the application. Reliance may be based on 
search or examination results in a foreign country 
if regulations so provide. 


The term,of, the patentowllil be ~l4 ~vearsaeeeronh tne 
priority “date, . subject. to. «being, worked) eby ythe 
patentee in Canada during the last five years. aig 
not worked in Canada by the end of the ninth year, 
the patent would lapse. 


An applicant will have broad rights to amend volun- 
tarily and) in) reply: to objections] from yp they patent 
Office at any time up to a prescribed period after 
faving: After grant, amendments to clarify or 
narrow the patent would be freely permitted except 
when steps have been taken to challenge the validity 
of the patent. 


The rights granted will be the exclusive right to 
make, use, sell and import, subject to express 
exceptions and compulsory licensing in the public 
interest. Old products prepared abroad by a new 
process patented in Canada will be subject to impor- 
tation restraints only to protect Canadian manufac- 
turers who are actually working the invention in 
Canada. 


The exclusive rights granted will not prevent the 
importation into Canada Or patented products 
acquired abroad from the patentee or related per- 
sons. Related persons will include subsidiaries or 
parents and assignees or licensees under foreign 
patents relating to the same inventions. 


Contributory infringement’as well as conspiracy to 
infringe will be actionable. 


Infringement of the exclusive rights under patents 
will not occur where another person had innocently 
used or was in the process of preparing to use the 
invention “prior to publication 9.9m Canada .ot s.the 
patent application or a description of the inven- 
LEOns 


The remedies available. to patentees in cases of 
infringement will be restricted to damages and an 
injunetion.. jAn) accounting. of protl cts ..wl lls notes be 
available. Damages will be assessed from the date 
of actual notice only, but marking will be construed 
as notice to manufacturers and importers. Legal 
action will have to be commenced within three years 
Of Aan act Or iniringement. 


- 168 =- 


ii 


ZA 


Zo, 


Ae 


27. 


ee 


aos 


30. 


ai. 


“ae 


Compulsory licences to enable the working in Canada 
of complementary inventions, and to protect industry 
and consumers from injury or unfair prejudice will 
be available from the date of grant. 


Compulsory licences to manufacture an invention not 
being worked in Canada will be available as of the 
Sseventn year from the priority date of. the.wpatent. 


Maintenance fees, together with prescribed informa- 
tion filings, will be required at the 3rd, 6th, 9th 
aia tet years trom the’ priority date. 


Instruments and particulars relating to the transfer 
of any interest in a patent will have to be regi- 
stered. 


The standard disclosure of inventions in patent 
specifications will be governed by principles simi- 
lar to the standards defined by the courts under the 
present act, but subject to regulations of form and 
detail. 


A patent will be revocable if found after grant to 
be unpatentable, or if used by the patentee as a 
basis for an infringement action within two years of 
commission of an offence under the Combines 
Investigation Act involving use or reliance on _ the 
patent. After the ninth year revocation will be 
limited to grounds other than lack of novelty or 
inventive step. 


Before the Patent Office, the burden of establishing 
patentability will be on the applicant. An issued 
patent will carry an improved presumption oui 
VaLDaTcy « 


Misrepresentations to the Patent Office will be a 
defence in infringement actions and grounds for 
impeachment, but only in cases where examination of 
the applications would likely have been prejudiced; 
this would include wilfully failing to inform the 
Patent Office of any information required by law or 
regulation that would affect the validity of the 
patent. 


A licensee will be permitted, upon payment of future 
rovalties into court, to request’ a judicial declara- 
tion on the validity of a patent. Upon revocation 
of a patent all further obligations of any licensee 
will thereafter cease. 


The rights of the crown under present s 19 will be 
retained in the form similar to these recommended by 
the Ilsley Commission, with provisions extending to 
use by the provinces. 
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National security provisions, as recommended by the 
Ilsley Commission, will be adopted. 


Provisions will be adopted codifying master-servant 
relationships, limiting terms of employment agree- 
ments and giving employed inventors an opportunity 
to acquire control of their own inventions if unused 
by their employers. 


Clauses in licence agreements requiring automatic 
grantback of all future improvement inventions will 
be prohibited. 


Practice as a patent agent before the Canadian 
Patent Office, before foreign patent offices as well 
and related invention-marketing activities will be 
subject to regulation. 


The minister responsible for the Patent Act will be 
required to report to parliament on its operation 
after ten years. Unless extended or revised by 
parliament, no patents will issue under the new law 
after that time. 


ee 


INTRODUCTORY PROVISIONS 


“This part of the draft law contains certain introductory provi- 
| Sions and provisions which apply to the act as a whole. 


1 Interpretation -- s 2 


The definitions set out in the present act have been adopted as a 
basis for the definitions under the proposed law. Some changes 


have, however, been incorporated. 


"Applicant" has been changed to cross reference to the definition 
of persons entitled to apply for patent under s 30(1). 


"Authority", while not defined in the proposed law as prepared for 
the working paper, would have a chapter dedicated to its defini- 


imaon and structure in a final version of the act. 


| 
| 
} 


"Convention country" is defined in order to complement the stipu- 


lation under s 33(2) whereby applicants may claim the benefit of 
an earlier priority date. The normal meaning of this expression 
has been varied by the inclusion of Canada as a convention 


country. As discussed with respect to s 33(2), applicants will be 


entitled to rely on earlier Canadian applications for priority 


_ purposes. 


The definition "computer program" has been included in order to 
Clarify the exception to patentability created under s 17(l)c. 
This definition parallels the exceptions set out in s l17(l)a 
and d. 


"Inventor" has been defined, consistent with the policies detailed 
with respect to s 30(1)c, to include as joint inventors persons 
contributing to the formulation of an invention. This definition 


is intended to prevent narrow or stringent interpretations of the 


Meaning of "inventor" and, consistent with the policy developed 
with respect to s 32, to reduce the grounds which can be used to 
question a patent's validity. 


"Patent" has been defined to be consistent with the provision of 
s 4(5). That section will permit future termination of the pre- 
sent procedure by which actual "letters patent" are issued by the 
Patent Office, with evidence of title instead being established by | 
the records of the Patent Office. 


"Patentee" has been redefined under the act to restrict this word 
to meaning only the "owner" of the patent. Other.persons entitled 
to benefits or having an interest under the patent will be 
expressly referred to as such. 


The definition of "process" has been taken from the US patent 
code, s 100(b) and reflects part of the definition of "invention" 
under the present act. "Process" no longer forms part of the 
criteria for patentability, but first appears under chapter a; 
"Rights Accruing Under Patents", particularly in ss 20 and 22. 
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Similarly, "product" has been defined as broadly as the balance off 
the. definition of “invention” found ian the present: ace, 
"Work on a commercial scale" is an expression which will attract. 
considerable attention under the proposed law. The definition 
existing under present s 2 has been maintained, except that _ the) 


definition under the proposed law is subject to standards estab- 
lished by regulation. 


It may be possible, for instance, 'for regulations to stipulate 
that, for each product covered by a patent claim, a certain per 
centage of the to total value’ of the article must be added through) 
industrial activity taking place within Canada. This added value) 
ratio might be based on a weighted average drawn from similar) 
classes of products which are already being manufactured inj 
Canada. 


2 POLI CYS Cicer awa) So | 
This section sets out the objects by which the provisions of the 
proposed law should be tested. The reference to encouraging the 
working of inventions in Canada under present s 67(3) is, in the; 
present law, expressed as being applicable only for the purposes: 
of the compulsory licensing provisions. Under s 3(l)c, this is} 


made, subject to qualifications, ) an object of the jentirenlaw: 


The objects under s 3 establish the encouragement of innovation) 
appropriate to Canadian conditions as the ultimate objective of. 
the Canadian patent law. Subsections 3(1)b and c emphasize that 
the innovation process is divided into two. stages. Under the 
proposed law, two levels of benefit will be conferred upon 
patentees, in accordance with the degree of contribution that the 
patentee makes toward advancing the objects of the proposed law. 
Different lengths of patent protection will be made available 
according to whether the patentee merely discloses an invention or 
goes further and establishes commercial production in Canada. 


Express reference is made in subsection 3(1)d to the fact that the 
patent right is not a simple. exclusive (monopoly, but ) rather 
qualified right. This provision is intended to emphasize that the 
statute is to be interpreted from the starting point that thg 
rights granted patentees are based on a compromise. This will 
foreclose arguments’ that. “interpretation of ’*the™ law’) should) ame 
based, as a starting point, on the theorytthat creators “have am 
inherent right to enjoy the exclusive exploitation of their ideas# 


The object of encouraging the working of inventions in Canada is 
under ss 3(1)c and d subject to the proviso that only commercially 
Viable industry is to be encouraged. The intention is to  encour- 
age the exploitation of new technology only in those cases which 
constitute an efficient use of Canadian resources. This express 
proviso is reflected subsequently in the section dealing with the 
exhaustion of patent rights (s 25). 
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Subsection 3(1)3 introduces a new réle for the Patent Office in 
the field of dissemination of information, not referred to under 
previous law. Further effect is given to this object by the 
provisions of s 90(2). 


Section 3(2) implements one of the main policy objectives 
described in part 3 under the heading "Information Policy.” Stenprs 
ee). ALL Of the information-gathering provisions created under 
the proposed law are intended to support the examination which 
will result in the minister's report under s <8 eS ee The ten-year 
deadline under this section is complemented by the further provi- 
sion of s 7 which limits the extent to which the act is to apply 
after ten years. 


3 Regulation Power -- s 4 


This section establishes the general guidelines for the regula- 
tion-making power of the Governor in Council. The policy behind 
this provision has been detailed in party12, ‘unders thei ytirie 
"Regulation Powers" (supra p 134). 


Section 4(1)c is a new provision. Since the Patent Authority will 
be an administrative tribunal, its policies, unlike those of the 
courts, can be subject to governmental direction. By incorpor- 
ating such directions into the regulation-making process, parlia- 


Ment will have an opportunity to review and debate the manner in 
| Which the Patent Authority carries out its responsibilities. 


The provisions established under s 4(1)d for procedures to be 
followed before the Patent Authority are generally taken from the 
provisions of ss 12 and 41 of the present act. 


Subsection 4(1)g (vi) contains reference to the deferral of fees, 
a feature not found in the present law. This provision has’ been 
incorporated in order to make it possible to assist certain 
classes of patent applicants to obtain patent rights. Under the 
US Senate bill S-2504 express provisions were incorporated in 


order to support inventors and small business concerns. One 
section (s 28) authorized the US Commissioner to establish a 
program to assist private inventors and small businesses in the 
preparing, filing and prosecution of applications. Other sections 


(ss 41(3)b (ii), (3)B and (6)) authorized a ceiling of $100 on 
patent fees for inventors and small business concerns and also~- 
provide for deferral of maintenance fees ($500 and $1,000 due 
respectively at the 7th and 10th years). Similar provisions could 
be introduced into the proposed law by regulation under’ the 
Mernority of s 4(1)g (vi). 


As an example of possible provisions under the Canadian law, any 
applicant who could show: 


1. that he is equitably entitled to the Canadian rights 
in a pending application; 
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2. that his gross revenue from all sources of income 
does not exceed a prescribed amount (for example, 
$50,000), and 


3. that he is prepared to disclose all expenditures made 
and contemplated with respect to obtaining patent 
rights for the invention for which the application is 
filed, 


might be entitled to a deferral of the fees under the act. Where 
such a deferral has taken place, no legal action could commence 
with respect to the application while the fees are in arrears. 


The effect of a proposal of this type would be to assist appli- 
cants who are not likely able to pay substantial sums to obtain 
patents. Under these provisions, they will be assisted in ati 
least proceeding through the application stage. Where a patent 
later turns out to be of commercial value, it can be given full! 
status by payment of all fees otherwise deferred. 


The conditions suggested above have been included to ensure that! 
applications are not filed by persons acting as trustees for other) 
applicants who would not qualify, to limit the section to those) 
applicants who require assistance and to provide a means of! 
monitoring the operation of the program. 


Subsection 4(1)g (vii) gives authorization for extension of time 
limits otherwise fixed by the act. Presently, such extensions can 
be obtained in the case of postal disruption through an appli- 
cation to the Federal Court under the Postal Services Interruption: 
Relief Act, RSC 1970 c P-15. As an administrative matter, this 
procedure would be more conveniently carried out before the Patent 
Office. The subsection goes further, allowing regulations to 
generally extend time limits in cases of hardship. Through s_ 4(3) 
power can be assigned to the Commissioner to exercise a discre- 
tionary authority to evaluate hardship cases and grant relief. A 
Similar section can be found in the patent law of the Federal 
Republic of Germany (art 43). 


Section 4(3) further permits regulations to delegate to the 
Commissioner part of the regulation-making power. The scope of 
this delegation when it is established in an original order in: 
council will be subject to review by parliament. The ability for 
the Governor in Council to delegate some of its regulation-making 
power to the Commissioner will be essential in order to assure. 
that variable situations can be accommodated with flexibility. 


In order to ensure that parliament has an adequate opportunity to: 
Supervise the exercise of the regulation-making powers established 
under the proposed law, s 4(4) requires that all regulations be 
published in advance of their approval. A provision similar to 


pabe cece is included in the Broadcasting Act, RSC 1970 c P-ll,, 
Ss eo 
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Section 4(5) provides authority for the eventual discontinuance of 
the procedure of granting actual letters patent. While this is a 
traditional method for affirming the existence of such rights, 
letters patent presently, where lost, can be replaced on payment 
of the appropriate fee. With proper provisions, it may be suffi- 
cient to rely simply on the records of the Patent Office. Section 
4(5) looks forward to that possibility, leaving the ultimate 
decision to be made by order in council. 


Section 4(6) follows the policy eStablished under the Official 
Languages Act RSC 1970 c 0-2. The section is also authority for 
requiring applicants to supply translations of foreign-language 
documents for the convenience of the Patent Office, if so required 
by regulation. 


4 Patent Cooperation Treaty s -- 5 


The Patent Cooperation Treaty originated from a proposal by the 
United States made within the Paris Union in 1966. The original 
concept of PCT was to reduce the duplication of effort that exists 
at the present time in connection with filing patent applications 
for the same invention in more than one country. The treaty in 
its final form, as approved at Washington in 1970, is a complex 


document. Its major features may, however, be summarized as 


follows: 
l. standardized format for applications, 
2. centralized searching of applications, 
3. centralized publication of applications, 
4. delayed local filing of applications, 


9. and under chapter 2, centralized preliminary examina- 
tion of applications. 


It is sometimes suggested that PCT gives applicants the advantage 
Of centralized filing. However, under the Paris Convention an 


applicant always had the privilege of filing one initial applica- 


tion and delaying applications in foreign member countries for up 


to one year. Under PCT an applicant will be able to delay such ~ 
foreign applications until 20 months from his priority date. 
Details on the time schedule and deadlines for the various steps 
under PCT are set out in table 10. 


The treaty itself will only come into effect after eight countries 
have adhered to it, four of which have "Major patent activity". 
When the European Patent Treaty comes into effect, there will be 
Sufficient participants under that treaty to implement PCT. On 
November 26, 1975 the United States deposited its instrument of 
ratification to PCT with WIPO and has proceeded with implementing 
legislation which would incorporate appropriate changes into the 
US patent code to accommodate PCT. 
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The proposed law has been drafted in such a manner that most of 
the provisions which would have to be made to accommodate PCT are 
governed by regulations. Some of these items are as follows: 


1. form of application documents (Per ete LT - 
ee atitay 


2. standard of disclosure (PCT, 48rt.5,;6 ana 7y—- s 34, 
Peak Gits lo almena (PCT, art 28y"%s 38, 
peeRCoLe OL publication (PCT, “art 30). ="s 40, 


5. commencement of local examination (PCr, aru 920) 
ar a2 


However, in order to confirm that regulations may give special 
treatment to applications which follow the pct route, s 5 has been 
incorporated into the proposed law. Section 5 corresponds in some 
respects to the provisions of s 47 of the Copyright Act. However, 
unlike the provisions in the Copyright Act, S 5 in the proposed 
law is limited to the procedural aspects of the patent application 
and examination process. 


While provision has been made in the proposed law for Canada's 
adherence to PCT, this decision need not necessarily be made. 
The primary purpose behind the treaty is to facilitate the 1s ie oe 
and initial processing of patent applications, Its implementation 
by Canada would place certain constraints on our national law, 
particularly requiring that the publication of applications be 
delayed until at least 18 months from DELOLLCY .Cate. Further, 
Baoption of PCT by Canada, while Facilitating, thes Britt nes nos 
foreign applications by Canadians, might also substantially 
increase the number of applications filed by foreigners in Canada. 


In an effort to obtain advice from interested persons on whether 
Canada should ratify the Patent Cooperation Treaty, the 
Commissioner of Patents in the vusy ~“3lLst, 1974" “edition . or tue 
Patent Office Record invited submissions on this and related ques- 
tions. Briefs and submissions were received and a report was 
prepared by officials on the nature of the comments made. A copy 


Of this report is included as Appendix F to this working paper. 


29 Limited Duration for Granting a Patent -- s 7 
Ne ete ge Ce 
This section complements the provisions of s 3(2) requiring the 


minister to prepare a report to parliament after the proposed law 
has been in effect for ten years. This section does not suspend 
the operation of the law but merely the issuance of patents based 
On applications which are allowable. In a manner similar to the 


provisions of s 6 of the Bank Act RS 1970 c B-l this will ensure 


that parliament will reexamine at that time the operation of the 
Patent law and the progress that the minister has made in his 
review of the system. 
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CHAPTER 1 -- PATENTABILITY 


1 Objects and Alternatives 


In considering the criteria for subject matter which should 
qualify for a grant of patent, two different types of issues 
arise. The first is whether patents should be restricted 
according to the type or category of invention involved, ie sub- 
ject matter. The second is the degree of novelty which is to be 
required. Further factors which should be considered in estab- 
lishing the conditions for patentability include the costs and 
benefits of adopting provisions which depart from the traditions 
of our present law and of adopting provisions which are modelled 
on or are similar to foreign law. 


2 Patentable Subject Matter -- Alternatives 


In defining patentable subject matter, it is possible to conceive 
of a patent system which limits patent protection to certain 
specified classes of activities. THIS  “1S" sin. CONUras ct, co. ulm 
policy of our present law of making patents available on an indis- 
criminate basis for technical advances across almost the entire 
spectrum of industrial and commercial activities. 


If we were able to discern and define those classes of commercial 
or industrial activity which need the special incentive of patent 
protection, then with an ideal law we could limit patent rights to 
those classes. However, since we do not now have enough informa- 
tion about the impact of patent rights on the business sector, it 
is not possible to consider such a system. Therefore, the pro- 
posed law generally continues the past policy of allowing patents 
for almost all kinds of inventions, no matter in which field of 
activity they arise. 


Historically, the Canadian law has been modelled in statutory form 
on United States legislation, defining a patentable invention to 
include "any new and useful art...". At the same time British 
jurisprudence based on limitations set out in the Statute of 
Monopolies - "any manner of new manufacture..." has been applied 
by the Patent Office and in the courts. The present law expressly 
excludes certain narrow, defined categories of subject matter from 
forming a basis for granting patents. Present s 28(3) provides: 


"28(3) No patent shall issue for an invention that has 
an illicit object in view, or for any mere scientific 
principle or abstract theorem." 


However, following UK jurisprudence, further exclusions extending 
to such fields as agricultural processes, artistic creations and 
medical techniques have been applied in practice (supra, p 119). 


While it may not be possible at the present time to determine or 


identify those classes Of industrial or commercial activities 
which would particularly benefit from the granting of patent 
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rights, it may be possible in the future to enlarge the present 
practices and to determine further classes of activities which 
should be excluded from patentability. Such exclusions would 
arise with respect to activities which would not benefit from 


imposition of patent rights. On this basis the proposed law 


includes provisions for removing specified classes of industrial 
activities from the operation of the law. 


The Canadian and British practice with respect to general patent- 


ability and traditionally excluded classes of patentable subject 
matter has been largely codified under the European Patent Treaty 
in the sections governing patentability. Under the provisions of 
EPT, patentable subject matter is defined in an exclusionary 
Manner. Any invention which is susceptible of industrial applica- 
tion qualifies for grant of a patent, subject to an express list 
of exceptions. This list of exceptions deals with fields of 


invention where it is felt that the patent system cannot usefully 
Operate or would not likely operate to a net positive benefit. 


Since the EPT, when implemented, will govern access to an economic 
market the size of which is as large as that of the United States 
and since the structure of the EPT has been carefully developed 
Over years of extended discussion and analysis to reflect a_ syn- 


| thesis of the best features of the laws of the participating 


countries in Europe, the provisions of the EPT respecting patent- 
ability have been adopted as a model for the proposed law.* The 


/use of the scheme of the EPT as a model for patentability criteria 


will also open the possibilites for introducing a fundamental 


change in patent examination procedures (cf infra p 235). 
2.1 Patentable Inventions -- s 10 


Section 10 of the proposed law, following art 52(1) of EPT, pro- 


vides that a patent shall be granted for any invention which is 


"susceptible of industrial application". The expression "suscep- 
-tible of industrial application" has the advantage that it will 


accommodate the widest possible range for inventions. Subse- 


quently, s 17 will narrow the scope of patentability by listing 
express exceptions. 


Section 10 also summarizes the other essential prerequisites to 
patentability, namely novelty and nonobviousness, criteria which 


are defined and discussed subsequently. 


Z2.2 Industrial Application -- sll 


The actual definition for "industrial application" adopted in pro- 
posed s 1l follows that of art 57 of the EPT, with the additional 


insertion of the word "commercial" to ensure maximum breadth of 
definition. This addition reflects the wording used in art 1(3) 
of the Paris Convention in its definition of industrial property. 


* For a detailed discussion of patentability under EPT see "The 
Patentable Invention in the European Patent Convention" by Gert 


Kolle, TIC Vol 5 p 140 (1974). 
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Section 11 also differs from art 57 of the EPT in respect of the 
treatment of the word "invention". 


Under the proposed law, there is no definition of 'invention'. 
Instead Chapter 1 deals in considerable detail with the definition 
of what is to be patentable. The real issue is, of course, the 
conditions for patentability. The definition of 'invention' under 
the present act is really only a vehicle for defining patent- 
ability. Under the proposed law the criteria for patentability 
are expressly stated, without attempting to roll them up into a 
single word such as ‘invention'. 


The word 'invention' has in the past been used with a multiplicity 
of meanings such as: 


1. the act of inventing; 


2. the material thing created or arising from the act of 
inventing; 


3. the abstract advance inherent in the thing created. 


This multiconceptual usage is not conducive to clear thinking nor 
does it assist a logical analysis of the structure that the law 
should follow. 


In using the word ‘'invention' throughout the proposed law, an 
effort has been made to avoid the suggestion that an invention 
means some physical form or article. Therefore, the long-recog- 
nized multidimensional meaning which can be associated with this 
word is avoided. Rather, ‘invention' under the proposed law is 
the abstract advance or concept which, when applied through a 
physical form or through a physical series of steps in a process, 
gives rise to an industrial application. 


This meaning of the word 'invention' has resulted in the change in 
s ll by which "applied" is substituted in lieu of the word 'made' 
which otherwise appears in the corresponding section of EPT art 
97. The consistent application of this policy regarding “tim 
meaning of the word ‘invention' affects the wording of other por-= 
tions of the proposed law as well. 


2-3 Excluded Categories -- s 17 


Section 17 of the proposed law constitutes the exclusionary por- 
tion of the definition of patentable subject matter. This section 
follows the scheme of EPT art 52 and 53 and generally reflects the 
present law in Canada. 


In proposed s 17(1)a the EPT expression 'scientific theories' has 
been expanded to 'scientific principles or theories' to ensure 
that this exclusion is as broad as present s 28(3). The addition 
of the reference to "mathematical algorithm" in s 17(1)a comple- 
ments the provisions of s, 17(1)c and a in ensuring that all 


avenues for obtaining patent rights over computer programming 
techniques will be closed. 
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The Economic Council recommended expressly in its report that 
patents not be granted with respect to computer programs (p 101). 
A similar policy has been followed under EPT, art 52(2)c and the 
United Kingdom is to amend its patent law to incorporate the 
equivalent provision insofar as the express exclusion of computer 
programs from the patent law is concerned (UK Consultative 
moecument, p 12, para 39) .* 


It is appropriate on economic grounds to exclude from the patent 
system types of patent rights that would interfere with the free- 
dom of computer users to use computer systems to their maximum 
Capabilities. The granting of exclusive private monopolies for 
computer programs would restrain others from using newly dis- 
covered methods of processing information. This would be unduly 
disruptive in a society where efficient processing of information 
is becoming increasingly important. The patent right, unlike 
copyright, would apply even against those who independently 
conceive of a patented program by themselves. Computer programs, 
"software', are now being created in industry as the need arises, 
even in the absence of patent rights. The software industry, 
further, is not burdened with an expensive, uncertain postinven- 
tion innovation phase, the encouragement of which argues for 
continuation of patent rights in other kinds of industrial endea- 
vours. While the software industry may have an interest in estab- 
lishing legal provisions which will allow recovery of programming 
costs from a broad base of users, perhaps even through reliance on 
temporary rights to limit use of programs, the patent system is 
not the best vehicle for advancing such interests. For these 
reasons, computer programs are excluded from patentability under 
the proposed law. 


A problem arises, however, in framing legal provisions which will 
properly exclude from the patent law the computer programming art. 
Confusion exists with respect to the present law regarding com- 
puter programs in most countries around the world. MUCH” Of; “rae 
confusion arises out of legal argument raised by patent attorneys 
that, while computer programs (mathematical algorithms) may not be 
the subject of patenting, a computer which has been set up to 
Carry out a new program qualifies as a useful new machine and 
should support the grant of a patent. 


If patents were granted covering computers which have notionally 
been converted to a Specialized machine adapted to carry out a 
particular series of information processing steps, then the owner. 
of such patent rights would have as valuable a monopoly as if he 
controlled the right to the idea of the program itself. Not only 
would such a monopoly be valuable, but it would also be disrup- 
tive. Central processing computers, operating on a _ time-sharing 
Masis, could cycle in and out of an. infringing format on ,.the 
instructions of a user at a remote terminal without any knowledge 
en the part of the computer operator. The complexity of the 
enforcement process under such circumstances also argues’ strongly 
for the removal of computer programming technology in all aspects 
from the patent system. 


*Accompanying the White Paper published in April, 1975 (supra p 6) 
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Accordingly, the prohibition against patents in respect of pro- 
grams for computers has been enlarged under the proposed law by 
the addition of the reference to "algorithms" in s 17(1)a, by 
reference to "use of computer programs" ins 17(1)c, and by the 
express exclusion of "programmed computers" under s 17(1)d. 


"Computer program" is additionally defined under s 2. Section 17 
is so worded that incorporation of a computer program into a pro- 
cess or product will not be a bar to patentability, if the produe@ 
or process is patentable by reason of features apart from the 
computer program element. This policy is stated affirmatively in 
s 17(2) which follows a similar provision under EPT art 52(3). 


Section 17(1)e refers to "presentations of information". This 
rather cryptic expression, following EPT art 52(2)d, deserves 
further amplification. The intention is to exclude from patent- 
ability any information display or, in effect, "presented informa- 
tion" where utility resides in the information content and its 
Organization. Thus the provision bars any new arrangement of 
writing, signs or shapes whose utility resides in the information 
communicated, but does not apply to a mechanism such as ae tele- 
vision set since, in that case, utility does not arise from _ the 
information content conveyed, but from the ability of the receiver 
to display images. 


Section 17(1)f£ excludes plant and animal varieties from the opera- 
tion of the law. Patents have not, in the past, been granted in 
Canada for these types of items and the proposed section, 
following EPT art 53(b) continues this exclusion on the basis that 
no case has been made for extending the law further than exists 
presently. The US President's Commission recommended removal of 
the present US provisions respecting plant varieties from the 
Patent system (p iz). 


Section 17(1)g follows EPT art 52(4) in excluding medical treat- 
ment procedures from the law. The effect of this provision is 
equivalent to the result obtained under UK jurisprudence applying 


the ‘manner of manufacture' standard and the further test 
developed thereon of requiring an invention to be associated with 
a 'vendible product’. Other reasons, based on the technical 


wording of s 41 of the present act have led the courts in Canada 
to similarly exclude methods of medical treatment from the patent 
system. * 


This exclusion is maintained under the proposed law in recognition 
of the fact that it would be intolerable for the law to _ support 
interference with the act of medical treatment. If methods must 
be found to support or reward innovation in the field of medical 
treatment, they would be better developed through a mechanism 


* cf Tennesse Eastman Co v Commissioner of Patents, (1974) SCR lll 
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which does not entail resort to prohibitory injunctions issuing 
from a court which would interfere with the course of medical 
treatment. 


Section 17(3) follows a recommendation of the Banks Committee that 
the list of included or excluded patentable subject matter be 
alterable from time to time, to meet new development, to remove 
uncertainties and to keep in line with international trends (Banks 
p 65 para 229). This proposal has been approved by the UK govern- 
ment in its White Paper and the new UK patent law will include a 
nonexhaustive list of exclusions from patentability, subject to 
amendment by order in council (UK White Paper, p 4, para 12). 


Section 17(4) of the proposed law reflects the policy of s 35 of 
the Interpretation Act, that accrued rights are not to be repealed 
except by act of parliament (cf supra p 161). 


As indicated earlier, the scope of patentable subject matter is 
the first major issue under the general heading of patentability. 
The second major issue is the type of novelty that should be 
demanded as a condition to grant of a patent. 


® Novelty -- Alternatives 


Although considered a fundamental characteristic of any patent 
System, novelty is in fact a complex and multidimensional concept. 
The various aspects of the standard of novelty which could be 
established as a precondition to the granting of a patent can be 
divided into the following categories: 


(1) reference date -- whether novelty is judged as of 
date of invention, date of application or some other 
date; 


(2) degree of novelty 


- territorial scope -- whether inventions must be 
new-to-the-world or only new locally; 


- nature of prior availability -- whether the inven- 
tion must have been never-before-known or never- 
before-disclosed (specially or generally) or 
never-before-used; 


(3) source of prior disclosures -- the extent to which a 
prior disclosure originating with an applicant 
should be discounted. 


The present Canadian law adopts a complex hybrid standard of 
novelty, which varies according to the form of disclosure and the 
relationship to two separate reference dates. 


Under the present law in Canada, local novelty applies with 
respect to public use or sale, but world novelty applies with 
respect to any description of an invention in a printed publica- 
tion. The reference date in both cases is two years before the 
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filing of an application in Canada. This reference date operates 
for these two provisions irrespective of the source of any dis- 
closure occuring during the two-year grace period (present act, 
Ser 2ou.. by ac) i 


Superimposed on these standards of novelty is the further require- 
ment that an application must not have been known or used by any 
other person as of the date on which the patent applicant made the 
invention himself. This provision is exceedingly broad, being not 
only unlimited in respect to territory, but also unqualified as to 
the degree or form of availability of such prior knowledge or use 
(exesent act, s 28 (1)a):. 


This latter standard of novelty, however, only survives and 
applies after grant of a patent where the prior knowledge or use 
of another person occuring before an applicant's date of invention 
was followed by disclosure or use of the invention in such a 
manner that it became available to the public prior to the appli- 
cant's filing date (present act, s 63). 


3.1 Reference Date 


The use of the date of invention as a reference for purposes of 
novelty is a unique characteristic of the patent systems of 
Canada, the United States and the Philippines. Much has been said 
about abandoning reliance on the first-to-invent element in 
Canada's patent system. The Ilsley Commission recommended that 
Canada move to a first-to-file system, introducing its discussion 
of this point with the title "A Fundamental Change Recommended", 
and including five pages of detailed argument (pp 19-24). The 
Economic Council, as well, suggested adoption of the first-to-file 
system (p 88). The proposed law implements those recommendations. 


The change to a first-to-file system is not as fundamental as may 
at first seem. The change will not get rid of the problem of 


identifying and sorting out conflicting applications. Applica- 
tions disclosing similar subject matter will still have to be 
detected, compared and evaluated. However, the fact-finding 


process by which applicants establish reference dates by proving 
the time when each inventor respectively first formulated, either 
in writing or verbally, a description which affords the means of 
Making the invention, will be obviated. In effect, under’ the 
first-to-file system, a description will now be considered incom- 
plete up until the date on which it is actually filed before a 
patent office as a part of a patent application. 


One of the main arguments put forth in the United States in favour 
of the first-to-invent system is not applicable to Canada. The US 
law has a special provision by which an invention is only recog- 
nized as complete when it is introduced into the United States (US 
code s 104). This gives US residents an advantage over foreign 
inventors. The present Canadian law does not include any similar 
provisions, and this working paper does not recommend their 
adoption because they would entail unjustified unequal treatment 
of foreign applications. 
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Bee Territorial Scope and Prior Availability 


Adoption of a first-to-file system will change the basis on which 
conflicting applications for the same invention are evaluated, but 
the winning application will still have to be tested for novelty 
against use or disclosure by others. Presently, in Canada, the 
standard of novelty is local with respect to use or sale, but 
worldwide as to disclosure in a printed publication. This is the 
same standard as exists under the present US law. The present UK 
law maintains a standard of local novelty, both with respect to 
prior use and prior disclosure. 


The distinction between local novelty with respect to use or sale 
of inventions and worldwide novelty for the disclosure of inven- 
tions is not uncommon for many national patent systems around the 
world. This system is, however, open to the objection that 
foreigners who have proven new technology by commercial use of an 
invention in their home country can come to Canada many years 
after the invention has been put into effect and obtain patent 
protection, as long as printed disclosures of the invention have 
never been distributed publicly. 


The criteria of local novelty based on prior use would be appro- 
priate to a patent system directed to supporting the introduction 
of new industry into the country no matter whether or not it is 
based on new or old technology. However, as indicated in part l 
of this working paper, (supra p 98) Canada is now past the _ stage 
of industrialization where such a policy would be in the national 
interest. 


The present US law applies only local novelty with respect to 
prior use. However, the US President's Commission recommended 
enlargement of the scope of novelty under US law to include 
foreign knowledge, use and sale and further, to include any form 
of publication irrespective of whether the disclosure was 
Soranted” (p°7).* 


The UK White Paper, following the recommendations of the Banks 
Committee, indicates that the standard of novelty in the UK will 
be changed to that of absolute novelty (p 4, para 12). This 
change will bring the UK law into line with the standards of 
patentability adopted under the EPT. In making this transition, 
the UK law will be moving from one extreme standard, total local 
novelty, to the other, absolute novelty. 


Absolute novelty as a term of art refers to the requirement that 
an invention be new in the sense that it has never before been 
made available to the public anywhere in the world at any time 


* Senate Bill S-2504, however, maintains the local. novelty 
criterion as to use, along with the provisions of section 104, 
referred to above (p 184). 
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prior to the applicant's filing date. It constitutes the most 
restrictive standard of novelty possible under a first-to-file 
system, limiting the grant of patent rights to only those appli- 
cants who make a disclosure which would not otherwise be avail- 
able. It is the standard that Canadian inventors will be required 
to meet. onvapplying for rights in europe Under -Rriy, It is the 
standard adopted under the proposed law. 


The rationale for adoption of absolute novelty under the proposed 
law is two-fold. First, since the granting of private monopoly 
rights represents an imposition on Canadian industry, restraining 
adoption of new technology, that imposition should be allowed to 
arise only in the narrowest possible cases. Further, it is only 
under the standard of absolute novelty that foreigners are put on 
an equal footing with Canadians. This latter feature should Be 
particularly significant in the Canadian situation due to the 
overwhelming participation of foreigners in the national patent 
system. 


The standard of absolute novelty is sometimes criticized as intro- 
ducing debilitating uncertainty into the validity of any patent 
granted under such a system. This objection, that patents are 
weakened as an economic instrument by the introduction of the pos- 
Sibility that they can be revoked after grant for want of novelty 
based on obscure or distant earlier disclosures, carries some 
weight. It can, however, be equally applied against the present 
patent system in Canada, and is inherent in any system which 
includes any standard of novelty as a criterion for validity. No 
search or examination procedure can ever guarantee that all inci- 
dents of prior use or disclosure will be identified, even where 
novelty is tested only on the basis of local use or disclosure. 
This problem of uncertainty respecting patent validity is  subse- 
quently considered further in dealing with the revocation of 
patents (s 75). 


cone) Proposed Standards of Novelty -- ss 13 & 14 


These sections establish the standard of novelty which must be met 
for applications filed under the proposed law. The wording of EPT 
art 54 has generally been followed, subject to variations which 
will now be discussed. 


In s 13, the expression "priority date" has been added to the 
wording of the EPT art 54(1) in order to introduce reference to 
this key date which will be assigned to every application (cf 
s 33). ‘Invention' is used in the sense of the conceptual idea 
inherent in the advance that has been made over the state of the 
art. This advance will reside in the structural or procedural 


differences that distinguish the inventor's embodiments over the 
polar vart? 


In s 14(1) the reference to "the public" in EPT art 54(2) has been 
enlarged to "any member of the public" in order to emphasize the 
nature of the standard of novelty being applied. It is on this 
basis that the further words "anywhere in the world" have also 
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been added. The inclusion of the reference "in a nonconfidential 
manner" is intended to remove any doubt that a person may, prior 
to making an application for patent, disclose and discuss his 
ideas with other persons provided that this is done on a confiden- 
tial basis. 


mie wordags "Lorm part... Of the art” in’s 13, and “available ‘to... 
the public" in s 14(1) are key elements in these provisions. They 
are likely to support extensive and continued examination as 
jurisprudence develops under the new law. Considerable jurispru- 
dence already exists on the nature or degree of disclosure 
required to ‘anticipate’ an invention under the present law. The 
extent to which this jurisprudence will continue to apply once the 
new provisions are in effect should be worked out on a écase-by- 
case basis. In any event, Canada could benefit from the jurispru- 
dence which will develop in Europe respecting the identical 


expressions included under EPT. 


Sections 13 and 14 do, in one respect, constitute a more relaxed 
standard of novelty than that established under the present law. 
Applications will no longer be defeated, as stipulated under 
present s 28(1)a, on the basis that the invention was previously 
known. Rather, the proposed law provides that applicants should 
only be prejudiced by prior public disclosures which make the 
invention available to the public. This is the same policy that 
is applied to patents after grant under the present law (present 
mos). 


Section 14(2) is the provision which makes the proposed law a 
first-to-file system. Earlier filed applications will under this 
section be treated as if they were available to the public as of 
their priority date, if they do in fact become published in due 
course pursuant to the provisions of the proposed law. Section 
@ai2) differs from EPT art 54(3) by inclusion of the reference to 
applications filed on the same date. This matter has not been 
dealt with under EPT. Presumably under EPT, where two applica- 
tions have the same priority date, both will be entitled to grant 
of a patent. This is the position taken under present British 
law. 


The possibility of simultaneous filings on the same day is one 
that should be considered. An example of a simultaneous filing 
occurred in the US case, Anderson v Natta v Ziegler 178 USPQ 458 
(CCPA 1973). The problem cannot be met by relying on the exact. 
time of filing since priority may be claimed on the basis of a 
filing before a foreign patent office which makes no record of the 
actual time of filing. While some jurisdictions deal with this 
situation by refusing to grant either application (ie Japanese 
Patent Law, s 39(2))*, the proposed law adopts the alternative of 
allowing both applications to issue, subject to special licensing 
provisions (s 85(3)). 


* cf Industrial Property, March 1974, p 146. 
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While s 14(2) appears, on its face, to bar an application which 
has the same priority date as another application, s 14(5) allows 
grant of the application if the applicant makes. the election jee 
indicated. The reason for inclusion of the special procedure of s 
14(5) is to give applicants an “opportunity “tow “argue the “iscue 
whether their application discloses the same invention as another 
application having the same priority date. Since this may be ad 
litigious issue, it should be settled as part of the examination 
process. Where, however, an applicant is prepared to avoid dis- 
pute and accept the cross-licensing effects of s 85(3).. then ae 
making the election permitted under s 14(5) he will be entitled to 
obtain a patent. The concurrent application of ithe other pana 
will be subject to the same procedure. The concurrent applicant 
will have the option, on being given a provisional rejection by 
the Patent Office under s 14(2) to either argue the existence of a 
distinction between his disclosure and alleged equivalent 
disclosures before the Office and on appeal, or accept that both 
applications may be granted. 


In order to protect the public from the inconvenience of being 
forced to obtain licences to use one invention from two distinct 
parties, s 85(3) subsequently provides that a licence under one 
patent shall be deemed to have the effect of granting licence 
under the other patent with respect to the common matter within 
the claims of each of the patents. 


Section 14(4) deals with the situation where an applicant's own 
earlier application is cited under s 14(2) against his own latter 
application. For the same reasons as discussed under s 14(5), the 
earlier application, if -properly citable, ~;constitutes, aly bares 
grant of a patent unless the applicant waives his right to argue 
the issue and requests grant of a patent. The requirement of 
s 14(4)b that the applicant disclaim the terminal portion of the 
second application filed ensures that an applicant will not be 
able to extend his term of monopoly by filing multiple applica- 
tions. This procedure of terminal disclaimer was introduced under 
the US law in 1952 to meet objections against double patenting (US 
codes 253). 


As with respect to s 14(5), where two or more patents covering the 
Same invention are allowed by reason of s 14(4) to issue, s_ 85(3) 
ensures that the power to grant consent to use of rights claimed 
in any such patent (ie to licensees) will not be split between 
separate owners. The ownership of such patents may be separate, 
but a .dicence under either. will) xcelieve Gthe’ .licensee Siren 
liability under the other. 


Section 14(2) in combination with s 14(4) and the amendment pro- 
visions of s 38 will have the effect of allowing applicants the 
benefits, of ainarrow version .of a "patent of epaddi tion”. Patents 
of addition enable applicants to obtain patents on improvements to 
their basic invention, without being prejudiced by their own 


earlier invention or by the fact that they have filed for a *patemp 
on the earlier invention. 
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The UK patent of addition is very broad. It excludes from the 
meior art (UK s 26): 


Pang) PUbtication Or = use ‘of... the’ main invention 
| described in the complete specification... or... any 
| improvement... of the main invention." 


The Ilsley proposals included provisions for patents of addition 
similar to those existing under the present UK law (pp 57-9). 
Both the UK and Ilsley versions of patents of addition give patent 
@pplicants a special status to obtain further patent rights, 
unprejudiced by public use or disclosure of their earlier inven- 
tions, a privilege not available to other members of the public. 
Under UK law, this special status lasts until the original patent 
expires. Under the Ilsley proposals, an application for a patent 
of addition could only be filed prior to the grant of the original 
patent. 

| 

Under the proposed law all persons will be placed on the same 
footing with respect to improvement inventions. Such improve- 
ments, to be patentable, must entail an inventive step over what 
is publicly available at the date of filing. Any person who con- 
ceives of an improvement to an earlier invention will be entitled 
to obtain a patent for the improvement if the improvement is not 
something which would have been obvious to a person skilled in the 
art. 


| 


An applicant will, however, also be entitled to apply for separate 
patents for improvements or alternate versions of his invention at 
@ey time prior to publication of the initial application. Section 
14(4) ensures that such subsequent applications will not be preju- 
diced by citation of earlier unpublished applications by the same 
@pplicant. This will spare applicants from having to face the 
dilemma of choosing between introducing the improvement as _ an 
amendment of the first application (which may turn out to be 
invalid if the amendment has been improperly added), and abandon- 
Ment of the first application (with its earlier priority date) in 
order to protect and sustain the second application. 


EPT art 54 contains a provision not included in the proposed law. 
Article 54(5) expressly stipulates that a new use for a _ known 
‘substance or composition is not excluded from patentability. This 
is the present law in Canada. Such a cautionary provision has not 
been included as a separate statutory provision in the proposed 
law on the understanding that it is inherent in the general provi- 
Saons on patentability. Inclusion of an express reference as in 
EPT art 54(5) might have the undesirable effect of inferring that 
the provisions of ss 13 and 14 are to be read narrowly. 


3.4 Source of Prior Disclosures -- Alternatives 
A further element in the provisions of the proposed law governing 
the degree of novelty demanded as a prerequisite to patentability 


is the treatment of prior disclosures originating with an appli- 
Cant as opposed to disclosures which originate with third parties. 
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Absolute novelty requires an idea to be new in the sense that it 
has never before been made available to the public anywhere in the 
world. Under absolute novelty, a person's own public disclosures 


will defeat his right to a patent, the principle being that if the. 


ee aes arr 


idea is worth patenting, an inventor should recognize this fact © 
and make his first disclosure of the idea before the Patent} 


Office. 


An alternative policy would be to allow applicants a grace period 
in which to publicly disclose their inventions in an effort (7% 
determine their commercial viability and attract attention and 
support for their development. The two-year grace period avail- 
able under our present act (s 28(1)b is usually justified in theg@ 
terms. 


The grace period established by the present law protects appli- | 


cants from not only their own public disclosures but also from 


disclosures arising from any source anywhere in the world over the } 


two-year period prior to filing. A grace period of this type is 
possible because applications are presently judged on the basis of 
invention date. 


The Ilsley Commission suggested that this grace period does not | 
operate in the Canadian interest (p 25). Any Canadian inventor > 


who relies on the "false sense of security" generated by the two- 


year Canadian grace period will lose his right to obtain patent | 
protection in the bulk of foreign countries around the world which | 
do not grant such a grace period. Conversely, the grace _ period | 


presently available under Canadian law allows foreigners to obtain 
protection in Canada for inventions which would be otherwise 
unpatentable in many other countries. 


A further argument against any form of grace period was used by 
the Ilsley Commission (p 26). That argument was based on the 
theory that many applications filed in Canada are in fact 'defen- 
Sive'. These types of applications were described earlier in this 
working paper in part 1 (supra p 41). The theory propounded in 
the Iilsley Report was that as long as a grace period 
exists, mere publication of a technical disclosure by a corpora-= 
tion will not ensure that some other party cannot thereafter 
proceed to file a patent on that technical development. To ensure 
itself the right to use the technology it has developed, an 
industrial user is forced to file a patent application. 


With no grace period of any type allowed, the necessity of such 
defensive filings would not in fact exist. Instead, by publishing 
a disclosure of new technology, an industrial user would thereby 
defeat the ability of all others to obtain patent rights thereong 


3.4.1 Nonprejudicial Disclosures -- s 16 


The proposed law contains provisions reserving the right of an 
inventor to obtain a patent notwithstanding prior disclosure of 
his invention. Section 16 does not, however, establish a grace 
period in the sense of allowing applicants to delay filing of 
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their applications for patents. Instead, s 16 acknowledges that, 
under the special cirumstances set out, an applicant should not be 
prejudiced by a prior disclosure that is derived from his work. 


Section 16(1)a recognizes that a disclosure may be made by someone 
in breach of confidence. Since an inventor must be permitted to 
discuss his invention in private, prior to filing an application, 
a disclosure in breach of such confidence would be beyond his 
control. 


Section 16(1)b recognizes that Canada is obligated under the Paris 
‘Convention, art 11, to disregard any public disclosures that occur 
at international exhibitions. This section generalizes on this 
type of disclosure, enlarging it to any public meeting approved by 
regulation. This will allow extension of this provision to cover 
technical or scientific conferences and lectures. 

‘Section 16(1)c is a provision not found under EPT. It recognizes 
that some inventions may have to be operated in public in order to 
‘prove their operability. This exception has in the past been 
recognized as in the case of testing a snow plow for use by street 


‘cars (cf Conway v Ottawa Electric Railway Co. (1904), 8 ExCR 432). 


No corresponding provision to s 16(1l)c exists under EPT. There- 
fore, Canadians who proceed to test their inventions publicly 
fetor to filing may lose their rights under EPT. Omission of 
provisions protecting persons who carry out experiments in public 
in EPT may have been an oversight. Alternately, judicial interpre- 
tation may import such a privilege. However, the necessity for 
such a provision should be recognized under the proposed law. 


: 


Under s 16, where a disclosure occurs which falls within the 
‘special classes defined, the inventor will have six months to 
apply for a patent under the protection of this section. This is 
‘the period established under EPT art 55. By adopting a parallel 
period under the proposed law, the retention of foreign rights by 
Canadian applicants will be encouraged. 


Sections 16(2) to (4) recognize that the application of s 16 will 
involve fact-finding procedures. These are asSigned to the 
Commissioner because such facts are not likely to be contentious 
and also because such proceedings before the Patent Office will 
usually not involve any third party adversaries. Section 16(4), 
in amanner similar to s 24(3), is intended to encourage proce- 
‘dures which will reduce uncertainty about the application of the 
section. Section 16(3) gives an express right of appeal from an 
‘adverse finding of fact. This provision ensures that the 
Commissioner is not named a persona _designata to determine the 
factual issues of s 16. 


Notwithstanding the special provisions of s 16, any person who 
wishes to forestall the possibility that someone else will apply 
for a patent over a given technical proposal will be able to do so 
by publicly disclosing the proposal. This will obviate the need 
for defensive filings of the type that concerned the Ilsley 
Commission. 
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4 Inventive Step -- s 12 | 


As suggested earlier, the meaning of novelty under the proposed 
law will largely turn’ on the interpretation given to the expres= 
sions "form part of... the art" and "available to... the publica 
While the criterion of inventive step could possibly be extracted 
from the stipulations of, SS.15 did 1 420n. (NOVerty,. otic proposed. 
law, following the provisions of EPT’art 56, defines “inventivg™ 


step" as a separate element of patentability. 


The requirement that, for grant of a patent, an inventive stem 
must be inherent in the applicant's proposal, has long been adam 
established part of our patent law. It arose as a judge-madé 
policy, based on the theory that a patent is not granted for some= 
thing which has “only an insubstantial difference over what wag 
already known".* Even prior to the Statute of Monopolies’ the 
Privy Council was prepared to invalidate a patent on the ground 
that it covered only a trifling improvement. ** 


Whereas novelty requires a simple difference in form, inventive 
step establishes that there must be more than a minimal degree of 
difference between an applicant's invention and the prior art. 
How that minimum is determined in each individual case is one of: 
the most difficult questions arising in the administration of the 
patent law. 


The object of including inventive step as an express criterion) 
under the patent law is, of course, to insure that patents are not! 
issued for things or activities which, in reality, would have been 
available to the public irrespective of the patentee's contribu- 
tion. Various judicial tests have been developed to obtain this 
object. Section 12,0f the proposed law follows) .EPT) \art 4.56 3eam 
adopting the test of obviousness. *** 


The test of "not obvious to a person skilled in the art" is a con= 
cise reference to one of the most widely applied judicial methods 
for evaluating alleged inventions. Since it has been adopted 
under EPT and has been part of US statutory law since 1952, Canada 
could benefit from jurisprudence that develops in those foreign 
jurisdictions. The only deviation from the actual wording of the 
EPT article is the substitution of the past subjunctive "would 
have been" in the phrase "is not obvious". This change follows the 


* 


Lord Westbury in Harwood v Great Northern Railway (1864) 11 HLC 
654 at 682-3. 


Matthey's (or Mathey's) Case (1597) Noy 183, 1 WPC 6 -—-— cE 
Hulme?) lZ LOR at p 750: "The patent was disputed by the 


Cutler's Company, who represented that they ought not to _ be 


restrained from using a slight improvement on an old _ indus- 
rye 


=**Discussed in detail*in "The Inventive Step "in "the -EPC” =a 
Joachen Pagenberg, LIC’ Vol 5/%p 157° (1974)% 
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wording of s 103 of the present US Code and highlights the fact 
that an invention is tested for inventive step on the basis of a 
hypothetical exercise. 


The adoption of the general wording of EPT art 56, however, is not 
meant to foreclose judicial exploration of the various other tests 
and considerations which could be developed and applied in order 
to understand and delineate better the principle behind s 12. 
Although the proposed law adopts the specific test of obviousness 
in the application of this test, the larger objectives of incor- 
poration of inventive step as a part of the law should not be 
lost. 


Perhaps an alternate test for limiting the grant of patent rights 
might be based on asking whether the invention is, in reality, 
something which was ‘readily available' to industry in any event. 
This type of test would be less likely to confuse the identifica- 
tion of a problem (or a prospective benefit) with the technical 
solution of the problem. 


Section 12 maintains the policy of the present law that inventive 


' step is judged from the viewpoint of all of the known art, 


including public documents, no matter how obscure. The test for 
inventive step is not subjective. Patents are not granted on the 
basis of whether or not the inventor has personally exercised 
ingenuity. Rather, s 12 affirms that the test is based on a hypo- 
thetical search of all of the prior art by an omniscient artisan. 


' While s 12 follows generally EPT art 56 in stating the test for 


inventive step, the EPT article goes on to provide that unpub- 
lished copending applications are not to be considered as part of 
the state of the art for the purposes of testing later applica- 
tions for inventive step. This feature has not been adopted as 
part of the proposed law. 


' An earlier draft of the convention contained provisions which 


| Operated to the effect that once an application was filed, it 


Occupied not only the ground it disclosed, but all obvious exten- 
Sions thereon. At a technical conference in the course of deve- 
loping EPT, this alternative was deleted, apparently on the moral- 
istic ground that an applicant who files an application disclosing 
an obvious variation over a previously filed application of which 


‘he had no knowledge is, nevertheless, subjectively an inventor and 


therefore entitled to a corresponding patent (Report, Inter- ~ 
Governmental Conference, April, 1970; p 66). 


' Since Canadian law has always been that the standard of inventive- 


ness is judged objectively, on the basis of all available public 
documents, even though obscure, (cf Union Carbide v Trans Canadian 
Feeds Ltd. et al (1966) Ex CR 884) this provision of EPT art 56 
has not been maintained under the proposed law. Instead, by 
filing an application which ultimately becomes published, an 
applicant is guaranteed that he is effectively preventing all 
Others from obtaining, on the basis of a subsequent application, 


rights not only to his own invention, but also to obvious 
Variations on his disclosure. 
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5 Effect of Secret Commercial Use -- s 15 


The foregoing discussion has focused on the definition of novelty 
used as a criterion for patentability under proposed law. Section 


15 adds a further gloss to the definition of novelty. Its effecm 
is to further define and limit the cases where patents may be, 


granted. 


Section 15 prevents a patent from being granted to an applicant 
who has, for a prescribed period prior to filing for a pateng 


| 


been commercially exploiting his invention. The section applies) 
only in the special case of an invention which has been commer=— 


cially exploited without its character having been made available 


to the public. This type of situation is likely to arise witty 


respect to process inventions which are not discernible from _ the 
products as marketed. 


Section 15 is incorporated into the proposed law on two grounds: 


1. patent protection is not needed to assist the com- 
mercialization of inventions which are already in 
secret commercial use; 


2. the provision may motivate persons having trade 
secrets to apply for patent protection, thereby 
inducing disclosure of trade secrets. 


The principle of s 15 has generally been recognized under the law, 


of the United Kingdom. Under the present UK patent act prior, 
secret use of an invention by a patentee is a ground for revoca- 


tion (UK s 32(l)e). Ilsley recommended adoption of a similar pro-- 


Vision (part Vi, s1l'(n),; p63). Similariy,, in the “Ungted. St au 
it has been held that exploitation of an invention as a trade 
secret operates as an abandonment of rights to obtain a patent 
(Macbeth Evans Glass Co. v General Electric Co. (1917), 246 
B95 )). 


Section 15 allows commercial use to occur for a prescribed period 


prior to filing. The UK provisions do not directly refer to any 


period of permitted use, but use for purposes of "reasonable trial 
Or experiment only" is allowed (UK s 32(2)a). In one case, six 
months' constant use was considered not reasonably necessary 
(Cave-Brown-Cave's Application (1948) RPC 429). The period 
prescribed under s 15 should be sufficient to allow inventors t@ 
elect for patent protection once commercial operation of an 
invention is established, but no more. 


While patent rights will be available for inventions which have 
been in secret commercial use prior to the filing of a patent 
application, s 15(2) follows the policy referred to in discussing 
the objects of the proposed law (supra p 172). Recognizing that 
patentees are offered the temporary benefit of a patent monopoly 
in order to encourage both disclosure and innovation, s 15(a 
limits the benefit offered to a patentee who has already brought 
his invention into commercial production before applying for a 
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patent. The shortened term provided under s 15(2) will serve as 
recognition for the disclosure offered by the patentee, but to 
grant a full-term would be to provide an incentive for innovation 
where none was needed. Additionally, a grant of full term protec- 
tion for inventions which are already in commercial use as of this 
priority date would tend to over-reward patentees in this cate- 
gory. The shortened term provided can therefore be further justi- 
fied on the basis that such patentees will not incur the typical 
delay of two to four years often required to get an invention into 
commercial production. 
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CHAPTER 2 - RIGHTS ACCRUING UNDER PATENTS 


This chapter defines the basic rights associated with the grant 

of Vanparenc. | liose rights must be read from the chapter as a : 
whole and not from any particular section since many of the section) 
serve to qualify rights otherwise apparently granted. 


uf Objects and Alternatives 
' 
| 


The essence of the patent right is the power to exciude others frame 
carrying out specified activities. The present act ‘speaks in terms: 
Of the ‘excihisivertignt (of pthesparenvcee. ire poe Commission | 
preferred the expression ‘right to exclude others" as technicalim@ 
more accurate. However stated, an element of exclusivity is an 
essential characteristic Of “any pacent System: 


{ 


But there is room for flexibility in determining the scope of thagm 
exclusivity. 


: 
: 


Traditionally, the scope of the patentee's rights has been basedig@ 
the; concept. that thempatentee: 


"...shall have and enjoy the sole use and exercise and 
the benefit of the said invention .... that the said 
patentee may have and enjoy the sole use and exercise 
and full benefit of the said invention" 


(ch forme or, grant of UK ‘patents UK Patents Ach yoo 


These words do not form part of the Canadian statute, nor are Chea 
present in the form of the Canadian grant. Nevertheless, the 

courts of both Canada and the United Kingdom have followed the poli 
inherent in the above recital when enforcing the rights of patentee! 


By way Of example, s 46 of the present Canadian statute makes no 
reference to the’ right of a patentee to control and limit the Jig 
tation and circulation of products manufactured abroad through use 
of a patented process. Yet this right has been consistently recog- 
nized by the courts --(cf Farbwerke Hoechst A.G. et al v Halocarbon 
(Ontario) ltd<et al, (197 source see). = 


The words of present s 46 give the patentee the exclusive right to 

make, use and sell his invention. These categories are disjunctive 
A person who carries out any One of these acts will be held to have 
infringed the patent. Both manufacturers and merchants may be res#l 
from using, trading or otherwise benefiting from the invention. 


At the other end of the spectrum from the concept of reserving to 
the patentee tne ‘full benefit' of his invention, the Commissiongam 
the Cartagena Agreement has recommended for those countries which 
are members of the Andean Pact (Bolivia, Chile, Columbia, Ecuador, 
Peru and Venezuela) a’ model law in which the sole right of the 
patentee is the exclusive right to manufacture locally*. No refeme 
ence’ 1s made ‘to* the Trightsiof using, selling or importing. 


a Oe ee 


* Decision 85, Supra p46. 
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A limited patent right, as proposed for the Andean group of countries, 
would have the advantage that all users of new, patented products, 
whether consumers or industrialists, would be free from any liabil- 
Mey to the patentee. The sale of goods purchased in trade by mer- 
chants would, as well, be free from interference from the patentee. 
The patentee's only recourse would be against the local manufacturer, 
limiting litigation to the originating sources of any infringing 
articles. Further, under the provisions of Decision 85, the patent- 
ee would have to tolerate competition from importers capable of 
absorbing the transportation and tariff barriers to importation and 
this would serve to limit any tendency for the patent right to support 
the establishment of inefficient industries. 


On the other hand, it may be that such provisions will make the 
patentee's right ineffective since his monopoly position will have 
been destroyed once infringing goods had left the control of a local 
infringing manufacturer. The test of such a patent law would depend 
‘on whether the damage that arises from loss of control over such 
infringing goods (introduced into circulation before the local manu- 
facturer can be restrained) would so erode the value of the patent 
right as to make it ineffective as an incentive to innovation. 


Since the proposed law will be subject to close analysis of its 
actual performance over the first ten years, drastic changes to 

the patentee's rights of the nature of Decision 85 have not been 
‘introduced at this time. The patentee, under the proposed law, 
will generally retain his traditional powers, subject to special 
‘provisions to protect noncommercial uses of inventions and innocent 
infringers. This will permit the actual performance of the crag. t= 
ional patent right to be evaluated during the ten-year trial “period. 


While a traditional structure for patentee's rights has been retain- 
ed, the philosophy of reserving to the patentee the 'full benefit' 
of this invention has not been followed. Rather, the nature and 

| scope of rights granted patentees have been set according’ to the 
Objectives of the patent law. 

‘The proposed law contemplates establishing an incentive to invention 
‘and innovation through provision of an exclusive right to exploit 
‘commercially the Canadian market. These objectives of the law do 
not necessarily require that patentees be given the full range of 
_traditional rights over their inventions. Rights which are not 
/necessary for advancement of the economic objectives of the law 
‘should not be established. Accordingly, the rights of patentees 
have been limited to prevent their unnecessary imposition on 
consumers and businessmen whose enjoyment of an invention does not 
‘significantly interfere with the patentee's exploitation of the 
Canadian market. 


With these goals in mind, the proposed law, following the structure 
‘of the Convention for the European Patent for the Common Market, 

| Le the Common Market Convention (CMC) as a model, uses the exclus- 
-ionary form for definition of the rights of patentees. In this 
Manner the countervailing interests of patentees and invention-users 
Can be separately identified and better understood. 


one hj 


Z Prohibition of Direct Use -- s 20 


Section 20 constitutes the initial broad statement of the basic 
rights of patentees which are only fully defined when read subject’ 
to the exclusions in ss 24 and 25. Section 20(2) of the proposed 
law, for convenience and clarity, serves as a cross-reference t@ 

those sections which complete or otherwise qualify the definition 
of the patent right being granted. These qualifications are diva 
into two categories, those which inherently arise on the grant of 


a patent (ss 24 -and-25) and those incursions. on, the patentee. a rigl 
| 


arising for independent reasons (chapter 5). 
The format of art 29 of the CMC is generally followed in s 20(1) | 
of the proposed law. The wording of s 20(1) has been modified toy) 
emphasize that the scope of a patentee's rights depends on the | 
claims which are included in his patent specification. Following | 
the exact wording of art 29 of the CMC would leave open the possibj 
lity that the patentee's rights could be influenced by the actualy 
nature of his invention, rather than the actual subject matter thai 
ne velaims 7 i 


Omitted from the provision of s 20(1) are the provisions of article 
29(c) of the CMC giving exclusive rights to the patentee to contro} 
products "obtained directly by a process which is the subject matté¢ 
of the invention". This omission follows the recommendation of thé 
Ilsley Commission (pp 63-65) and reflects the position of patentees 
under the present US law (35 USC, s 271). The Banks Committee, as' 
well, recommended against protection of the type afforded under 
art 29(c) of the CMC (Banks para 297). 


The objection that the patent right in the case of a process inven- 
tion will be incapable of providing any protection, and therefore 
any incentive, to Canadian industry to adopt new technology of a 
process-related ‘type, isi met: by the provisions ,.of s7220f ‘the 
proposed law. 


3 Contributory Infringement, ---s.21 


While one object of the proposed law is to establish only those 
rights which are economically justifiable, s 21 of the proposed lay 
is included to ensure that patentees have the capacity to enjoy 
realistically the benefits of such rights as are granted. This 
section, in effect, adopts the concept of 'contributory infringe- 
ment'., 


The present law, as developed in the courts, is that persons are 
liable to a patentee only where they are joint tortfeasors acting 
together with an actual infringer, or where a person actually pro- 
cures another to infringe.* Cases may arise where numerous 


LS 


Slater Steel Industries Ltd. v R Payer Co Ltd (1968) 55°CPR 6% 


* 
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mnstances of infringement occur because a single source distributes 
-he means to affect such infringement. It is more efficient to 
illow the patentee to move against that single source, and thus 
settle the issue of infringement in one legal action, than to force 
he patentee to sue numerous individual infringers. 


[lsley recommended against incorporation of such a provision without 
osroviding any reasons or argument on the point (p 107-8). However, 
sontributory infringement has long been recognized under the US patent 
law (US code s 271), and has been expressly adopted as a provision 

me the CMC (art 30). Proposed s 21 has been modelled on art 30 of 

the CMC. 


The reference to CMC art 30(1) to "the other person" has been sub- 
stituted in s 21(1)b of the proposed law by the words "the third 
party". This deviation has been made in order to Clarity that “ge 


The policy of art 30(2) of the CMC has not been followed in s 21(2) 
of the proposed law. Rather, instead of maintaining the right of 
the patentee to restrain distribution of means for exploiting an 
invention ina noninfringing manner, the proposed law proceeds on 
the basis that the patentee has no right to interfere with acts 
which constitute permitted use of an invention under the law. A 
similar conclusion was reached by the US Supreme Court in refusing 
to apply the US contributory infringement provisions against a 
company manufacturing parts for assembly and use outside the country 
(cf Deepsouth Packing Co v. The Laitram Corp,,406 US: 518, (192) ).. 


In the United Kingdom, following the recommendation of the Banks 
Committee (para 272), the UK has also decided to amend its national 
law to conform with the CMC provisions in adopting contributory 
‘infringement as part of the UK Law (UK White Paper, p 5, para 18). 


4 Acts of Importation -- s 22 


As indicated earlier, one of the objections to defining the patent- 
‘ee's rights without reference to a power to control circulation in 
‘Canada of products made abroad through use of a patented process is 
that the absence of such protection will neutralize any patent incen- 
tive to adopt new process-technology in Canada. Section 22 of the 
'proposed law represents a compromise which provides such protection, 
but only when the need arises. 


|This provision is similar in effect to the present provisions of 
‘the United States Tariff Act (19 USC s 1337). These provisions 
dealing with unfair practices in import trade allow a patentee to 
request the US International Trade Commission to add to the tariff 
|schedules,as articles forbidden to be imported,the product of a 

| foreign manufacturer made by a process patented in the US. 
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The conditions under which this may be done are set out in the 
tariff act as follows: 


Recent amendments give the Commission power to issue cease-and- 


"S 1337 UNFAIR PRACTICES IN IMPORT TRADE 

(a) UNFAIR METHODS OF COMPETITION DECLARED UNLAWFUL 
Unfair methods of competition and unfair acts in 
the importation of articles into, the United States 
or in their sale by the owner, importer, consignee, 
or agent of either, the effect or tendency of which 
is to destroy or substantially injure an industry, 
efficiently and economically operated, in the United 
States, or to prevent the establishment of such a 
industry, or to restrain or monopolize trade and 
commerce in the United States, are hereby declared 
unlawful, and when found by the President to exist 
shadkl be dealt with, in addutron, togany, joule pro] 
visions of law, as hereinafter provided... 


"The amportation hereafter for use, sale ron exchange 
of a product made, produced, processed, or mined 
under or by means of a process covered by the claims 
ofvany unexpired, valaid United. States, betters (patene, 
whether issued heretofore or hereafter, shall have 
the same status for the purposes of s 1337 of 

this title as the amportation Of wany -prouuct.on 
article covered by the claims of any unexpired 

valid United States letters patent." 


desist orders to prevent further damaging importation.* 


Section 22 of the proposed law does not create liability for dam- 
ages arising from any acts of importation which occur prior to th 
issuance of the prohibitory order. However, once such an order is 
issued, violation of that order qualifies as infringement and the 
patentee will be entitled to damages in addition to the right to 


pursue contempt of court proceedings. 


Even where such an order has been issued, goods to which exhaustion 


applies will still be entitled to enter the country freely, pursuani 


to the provisions of s 22(4) and 25(1) of the proposed law. Sine@ 
the inclusion of the exhaustion provisions of s 25 of the proposea 


law is premised on preventing patentees from relying on patent 


rights to protect economically inefficient industry in Canada and 


Since s 22(2) requires that the patentee demonstrate working of the 


patented process in Canada pefore steps can be taken to limit import 


atvon, 


industry in Canada. 


a 


* 


The Trade Act of 1974 (Public Law 93-618), reported in Bureau 
of National Affairs, Patent, Trademark and Copyright, Journal 


vole 210) sop A-13) =i. 
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_the section should generally have the equivalent effect of tl 
US tariff act provisions, protecting only established, efficient 


Section 22 divides the procedure for obtaining an order to pro- 

aib further importation into two stages, requiring steps to 

se taken both before the Patent Authority and the Federal Court. 
Section 22(1) gives jurisdiction to the Federal Court to grant the 
actual order since a factual issue (whether products are actually 
produced outside of Canada by the patented process) must be decided 
in order to support issuance of the order. Such a fact-finding 
procedure is appropriately assigned to a court. 


Under s 22(2) the Patent Authority is charged with determining 
whether or not the patentee is actually working the patented process 
in Canada on a commercial scale. This is a question involving not 
@aly matters of fact but also economic criteria. Accordingly the 
Authority, as a quasi-judicial administrative tribunal, is charged 
with making this evaluation. Further, under s 22(3) the Authority 
has jurisdiction to impose conditions upon the grant of a certificate 
in accordance with such administrative policies as are approved by 
order in council. 

i 

Section 22(5) gives status to licensees who have obtained compulsory 
licences under s 53 to obtain the benefits of the protection of s 22. 
In the case of voluntary licensees,the parties may negotiate for an 
lobligation on the part of the patentee to take proceedings under 

s 22. Section 22(5) ensures that licences obtained on the basis 

of the failure of the patentee to establish local working in Canada 
eel. carry with them the protection inherent ins 22. 


15 Compensation ‘Right ‘Prior to Grant -- s 23 


Elsewhere in the proposed law (s 40), provisions are included est- 
ablishing early publication of patent applications prior to examin- 
@fion and grant. Further, the patent term under the proposed law 
wea) run from the applicant's priority date as established by his 
|first filing of a patent application respecting his invention 

‘(s 26). Section 23 grants patentees an interim right to compensa- 
‘tion for use of an invention prior to actual grant of a patent. 
‘This section is included in order to complement these other pro- 
‘visions and to prevent them from operating as an injustice to patent 
applicants. 


§ 
'The Banks Committee summarized the argument in favour of according 
patentees interim rights covering the period after publication while 


applications are pending as follows (p 83, para 290): 


"failure to accord any right would mean, in effect 
| that the potential patent would be subject to tree 
licences for the period between publication and grant. 
It would thus be open to any person to pirate the 
invention with impunity during this period." 


‘The Banks report cited as a further argument the fact that giving 
\fights on early publication is a developing international trend 


(p 83, para 291). 


rea a 


The provisions of s 23 of the proposed law follow the equivalent 
provisions .ofCMC art..36.. ‘Theyeitecs Ob ,che provisions of s 23 
are hardly different from the protection obtained by patentees wher 
they apply under the present law to obtain interim protection pend: 
ing adjudication on an allegation of infringement under an issued 
patent. «The courts are very hesitant to grant interlocutory in-= 
junctions on the basis of patents which have not been tested in 
litigation or been honoured by extensive licensing. But, once 
liability is established, they will order that damages be paid 
covering the interim period prior to judgment. 


ee See - 


Section 23(5)a gives statutory authority for the procedure by whigH 
defendants undertake before the court to keep an account of actual | 
use of an invention pending completion of a full patent trial. 

Section 23(5)b goes a little further, allowing the court to order 
that security be posted to cover potential liability arising from 
use of an invention. Under no circumstances will the patent appli-: 
cant have a right to obtain an injunction on the basis of a pending 
application that has not been issued as a patent. | 


This is in contrast to the provisions included in the report of th@ 
Ilsley Commission which would have given an applicant, after public 
tion, “the like privileges and rights as he would have had if a f 
patent for the invention had been granted on the date of the publi- 
cation: of ya complete specification." «(panty lV ts .7 (Oy poe] 


Further, s 23(2) ensures that no payment is due until it is certain 
that a valid patent exists. Since liability under section 23 arise 
only from the time that actual notice of the patent application 
exists, as stipulated in subsection 23(2), and since subsequent 
provisions (s 43) give members of the public the right to inter- 
vene and oppose the grant of a patent, the overall effect of s 23 
will be, in some cases, to shift the issue of patent validity ina 
confrontation between patent applicant and invention-user to the 
initial forum of the Patent Office. At least this alternative will 
exist as an option to the procedure of challenging the validity of 
a patent once issued before the courts. 


Consistent with the policy adopted subsequently with respect to 
compulsory licence provisions (s 57), section 23(3) of the proposed 
law stipulates the basis upon which compensation will be paid to 
the patentee as that which a willing licensor would pay to a willin 
licensee. Jurisdiction to determine the rate of compensation, on 
the basis of the willing licensor - willing licensee criterion is 
assigned to the Patent Authority since, as this involves economic 
issues, it is a matter for an administrative tribunal to decide. 
The patentee may, however, resort to the court to enforce the 
obligation to pay. 


Section 23 (4) deals with what is referred to in the Banks report as 
the main objection to the granting of rights on early publication 
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ip 83, para 292). The scope of the patent applicant's rights are 
jefined, following the conclusion reached under EPT art 69(2), by 
-he latest filed claims on record, and subject retroactively to the 
“inal version as actually approved on grant. The reference in 
23(4) to intervening rights arising under s 52 will be discussed 
subsequently in association with the later section. 


Section 23(7) assures that the Court will have jurisdiction to 
jirect that the Patent Office will give priority to the examina- 
rion of applications involved in interim right proceedings. 
Section 23(8) removes any doubt that use of an invention during 
the interim period pending grant of a patent will not form the 
Basis for escaping liability to an injunction, once a patent is 
actually granted. 


Ie) Noninfringing Acts --.s 24 


Sections 20 through 23 of chapter 2 define the positive aspects of 
the rights accruing to patentees upon grant of a patent. Those 
erovisions, however, do not constitute the complete definition of 
such rights. Section 24 contains a series of express exclusions 
. aee along with the provisions of ss 25 through 27, complete the 
definitions of the rights accorded patentees. 

The provisions of s 24 under the proposed law follow in form the 
M@eovisions of art 31 of the CMC. Subsection 24(1)a differs 

Wem art 31(a). in that the inclusion of the reference to “non- 
‘commercial purposes" is intended to clarify that the rights of 
patentees are limited to the commercial exploitation of inventions. 
This same reference appears again under s 24(1)b,where the right 
to carry out experiments utilizing an invention is intended to 

be mutually exclusive with respect to the right of the patentee to 
exploit his invention commercially. 


Article 3l1(c) of the CMC limits the effects of a community patent 
preventing rights from extending to the following: 


"31(c) the extemporaneous preparation for individual 
cases in a pharmacy of a medicine in accordance with 

a medical prescription nor acts concerning the medicine 
so prepared." 


‘This rather compendious and considerably qualified limitation has 
‘been replaced in the proposed law by the provision that patents 
(Shall not extend to: 


"24(c) the administration of a medicine or its pre- 
paration in individual cases for such use;" 


‘The provision of s 24(1)c in effect adopts and amplifies the 
‘concluding words of art 31(c) and maintains the policy referred 

to in the discussion respecting s 17(1)g of the proposed law. _ 
The reference in the CMC to protecting pharmacies is unnecessarily 
,limiting, since infringement will turn upon the status of the person 
| 
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preparing the medical substance. Under the proposed law, it is the 
immediacy of ultimate use that governs. 


Subsection 24(1)d implements Canada's obligations under the two 
treaties mentioned therein. The wording of s 23 of the presence 
act has been followed with the addition of express reference to 
the provisions of the conventions in order to ensure that such 
provisions have the full force of law in Canada. By making such 
express references, the courts will have additional freedom to 
interpret these provisions in the context in which they arise. 


Articles 5ter of the Paris Convention and 27 of the Convention of | 
International Civil Aviation (Chicago convention) are set out ing 


| 
full in appendix E hereto. 
The rationale for incorporation of the provisions found in ss : 
24(l)e, f£, and g has been set out previously in this working paper | 
in part 2, under the heading "Analysis of Policies Applied -- 
Limitations on Rights Granted". The policy of subsections e, f, | 
and g are consistent with the provisions of s 32(4) of the presenmm 
Combines Investigation Act. That section provides that with respec 
to certain basic anticompetitive activities: 


| 
UGsecne Court shall not. convict, a1. .ene Consol uacy, 


combination, agreement or arrangement relates only 
co the export of articles. from, Canada; 


In effect, the law recognizes that rights or restraints, as the cas 
may be, should not futilely be imposed under circumstances where su 
imposition will not significantly advance the implementation of 
national policies. This was one of the arguments relied on by the 
successful exporter in the Deepsouth Packing Co. decision, cited 
Cablien, (supra p 299)": 


Section 24(2) reflects the similar reference in s 17(2) of the 
proposed law and is intended to ensure that the exceptions of s 
24 will not be artificially used or enlarged to shield otherwise 
Pye DENGAN activites - 


Section 24(3) is included in order to assist both patentees and 
persons carrying on activities which may fall within the exclusions 
of s 24 to clarify their respective positions. By registering the 
fact that production is being carried out with the purpose of 
ultimately exporting a product, a manufacturer will gain the advan- 
tage of the prima facie presumption permitted under the section. 
At the same time, patentees will be put on notice of the fact that 
use of the invention covered by their patent is taking place in 
Canada. Any doubt as to the bona fide application of the provision 
of s 24 can then be settled at an early stage. 


if Exhaustion -- s 25 


The philosophy Supporting incorporation Of the provisions of s 
25 has been set out earlier in this working paper, under the title 
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"Analysis of Policies Applied -- Exhaustion of Patent Rights", 
(supra p 141). 


section 25 generally follows the policy established under art 32 
29f the CMC. Exhaustion, under these provisions, arises both where 
the Canadian patentee is the originating source of the exhausted 
goods and where a licensee introduces such goods into the market- 
olace. 


| 


Bection 25(1) refers to "goods" rather than products in order that 
the section operate both against patented products, as claimed, 

and unclaimed products of a patented process which otherwise would 

pe subjected to an order under s 22. No reference is made under 

5 25(1)b to goods which have been produced by means of a product 
which may be the subject of a claim under a Canadian patent. 

While it may be arguable under present jurisprudence that the present 
law recognizes a right against goods so made (cf Ilsley p 63-65; 

amo the article by H. Geoffrey Lynfield "Infringement in Great Britain 
py Importation of Transformed Products", Patent and Trademark In- 
Beatute of Canada Proceedings, series 7, vol.17, p 12) the express 
pxclusion of any reference to such a right under the proposed law 
should prevent claims to such a right arising. 


Section 25(2), through its definitions of related persons, extends 
che concept of 'simple exhaustion' beyond the provisions existing 
Inder present UK and Canadian law. Rather, full exhaustion applies 
vherever the beneficial owner of a patent,directly or indirectly, 
nas had the opportunity to profit from the introduction of patented 
joods into the marketplace. 


Paeche basis of this criterion the definition of related persons 
2xtends under s 25(2) to assignees and predecessors in title to 
cights under the Canadian or any corresponding patent. Presumably, 
che patentee on selling his patent rights will negotiate for a price 
which takes into account the future earning potential cf such rights. 
3ince the patentee will have received compensation for all future 
ase of the invention, it is appropriate for exhaustion to apply on 
all goods originating from the assignee. Section 25(2), in effect 
Jefines related persons by tracing out the entire chain of title or 
interest in the patented invention, both geographically and over 
cime. 


| 


} 


pection 25(4) is included to ensure that, should difficulties arise 


in the future with respect to the exact limits of the definition of 
celated persons, directions may be given by regulation clarifying 
such uncertainties. 


h 

Section 25(3) extends the definition of related persons under the 
special circumstances where two patents issue for the same invention. 
As discussed earlier with respect to ss 14(4) and 14(5), such 
multiple patents will be permitted under the proposed law on the 
inderstanding that they will be treated as if they had common owner- 
ship. 
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For certainty, s 25(5) forecloses any continuation of the provision 
of the present law which allow restraints to run with goods where 
appropriate notice is communicated to the purchaser. The section 
applies at two levels. First, any restraints or limitations im- 
posed by a patentee on a related person are intended not to affect 
the capacity of that related person to create exhausted goods by 
introducing such goods into the marketplace. Further, any attempt 
by either a patentee or a related person to impose restraints on 
the first purchaser of goods will not affect the exhausted stacus 
of such goods. 


It may be that under the law of some foreign jurisdictions, the 
patentee or related person may be able to enforce contractual 
rights respecting limitations on sale or use of goods in restricted 
territories. While it is not proposed that Canadian law should 
interfere with enforcement abroad of contractual rights assumed 
abroad, the provisions of s 25(5)., ensure. that no effect will he 
given in Canada to arrangements which run contrary to the general 
exhaustion policy of the Canadian law. 


Section 26(b) introduces a rebuttable presumption that exhaustion 
applies with respect to any goods introduced into a market where 
local patent rights exist with respect to such goods. This provisi 
is intended to facilitate arbitrage with respect to exhausted goods 
It differs from the effect of the proposal of the Economic Council 
in that the patentee will still be entitled to prove in a Canadian | 
court that neither he nor a related person authorized the initial 
sale of the goods in issue. But the burden of proof in such cases | 
will be on the patentee and not on the importer. This should limit 
any tendency on the part of patentees to harass importers of exhaus 
ed goods by forcing them to prove in litigation that the goods amey 
in fact) exhausted? | 


8 Term Of Protectionvssiesneogg27 

Section 26 establishes the maximum duration of patent rights under 
the proposed law and, as well, the conditions which must be met to: 
maintain the patent right. A total period of 14 years is availablé 
for patentees who are prepared, either directly or through licensir 
to arrange for the adoption of the invention by industry within 
Canada, and who otherwise meet the requirements of s 26 as to the | 
paying of maintenance fees and the filing of information returns. | 
Section 27 limits the term to nine years for patents which are not 
by the end of that period being worked in Canada. { 
i 
8.1 Commencement of Term 
The present act provides’ that patent -rights)shall! Last) for: 17 oan 
from the date of grant. One substantial change inherent in s 26 (1) 
is the provision that the term of protection runs from the priorit} 


¥ 


date, a date fixed in time, rather than from the date of grant. 


* defined supra p 111. 
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/Both Ilsley and the Economic Council recommended that a change of 
this type be made. The disadvantages of the present system of 
delaying commencement of the patent terms until grant were discussed 

jearlier in this working paper under the title "Need for Reform-- 

iW@erm” (supra p 116). 


|The stipulation that the term should commence from the earliest 
date of filing of an application upon which an applicant relies 
for purposes of establishing a priority date was endorsed both by 
the US President's Commission (p 54) and by the Banks Committee 
(p 98, para 344). Concern was, however, raised in both these 
reports that such a provision would require amendment of art 4 
\bis(5) of the Paris Convention. 
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'8.1.1 Commencement of Term -- Paris Convention 


The right to establish a priority date effective throughout the 
‘Union based on the filing of an initial patent application with 
one member country has always been one of the fundamental features 
fee the Paris Convention. The concept of the right of priority, 
-as formulated at the 1883 conference, was to ensure that national 
applications filed with a claim to the right of priority would be 
/treated as if a local national filing had been effected on the 
priority date. In other words, the filing of an application in 
,one of the countries of the Union was to be considered a construct- 
ive filing in other countries of the Union as well.* 

| At the conference in London in 1934, art 4 bis(5) was introduced 
}into the Paris Convention. That article provides as follows: 

"4 bis(5) Patents obtained with the benefit of 

priority shall have in the various countries of the 

Union a duration equal to that which they would have 

had if they had been applied for or granted without 

the benefit,.of priority.” 


This provision appears on its face to suggest that it would be im- 
|\proper under the convention to tie the patent term to commence from 
|the date claimed by an applicant pursuant to the priority provisions 
under the convention. If such an effect is given to the provisions 
Of art 4 bis(5) then the result may be that the convention imposes 
a startling inequality between foreign and national applicants in 
‘National patent systems. 


The convention period available under art 4C(1l) is presently twelve 
Months for patents (originally it had been set at six months). If 
the term of patent protection runs from the date of actual filing 
with a national patent office rather than the initial priority 
filing, then foreign applicants who rely on the convention priority 
/period, in effect, benefit from a one-year longer term of protection 
,than national applications. This is so because they are entitled to 
Wait an extra year before making the local filing which will start 
the term of local protection running. 


* CE Stephen P. Ladas, ‘Patents, Trademarks, and Related Rights", 
Harvard University Press, 1975, p 460-2. See also present s 29. 
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The effect of art 4 bis(5), on the interpretation suggested above, 

is to encourage every person applying for a patent to take advanteaa 
of the full delay of the convention year. Sample statistics from | 
the Canadian Patent Office indicate that two-thirds of all conventii 
filings are received in the last month of the convention year. ! 
While it is accepted that foreign applicants are entitled to delay 
local filings for up to one year under the convention, they should | 
not be encouraged to do so by rewarding delay with an extended 


term. 


The first-view interpretation of art 4 bis(5) should not, however, | 
be accepted as governing. While the wording may appear inconsisten) 
with a provision by which the term of patent protection runs from 
the priority date, the section could be interpreted in the context 
of the convention as a whole as intending to mean that foreign 
applicants will not be subject to penalties which will drastically } 


| 
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shorten the term of patent protection available to them, simply 
because they have applied for a local patent, relying ona conventi’ 
priOriryemi git. 


While it would be desirable to effect amendment to the actual wordy 
of art 4 bis(5), this amendment may not be essential. The proposem 
law adopts the policy of running the term of protection under s 26 () 
from the priority date as being consistent with the general princip. 
of the convention of assuring equivalent treatment for both nationa: 
and foreigners under any national patent system. 


Use of the priority date as a reference point under art 26(1) might! 
also be understood to fall outside the technical wording of art 
4 bis(5) if ‘priority date', as a special expression under the 
proposed law, were adopted as a reference point assigned to every | 
application based on anact of filing “a disclosure*ef*the inventior! 
This is in contrast to the scheme of the convention by which priorijy 
date is a 'benefit' which may be claimed at the option of an appli-) 
Cant. (ihe proposed law has not been structured in this manner, . 
but this option is available.* 
Having dealt with the basis for selection of the starting point 
for the term of patent protection, the ‘duration of that stermrac 
proposed will now be discussed. 


Sez =DUuratzon of Term 


As indicated previously, the present law grants a 17-year term. 
The*trend in’ Burope, both under the EPT and according to the | 
proposals in the UK White Paper, is to adopt a patent term of 20 7} 
years. Ilsley recommended retention of the term of 17 years as | 
being "both long enough and short enough" (p 60). The Economic | 
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* A provision to this effect governed the maximum permissible 
extension available under Canada's post-war adjustment legis- 
lation--~ Statutes of Canada, 1947, c Adiga wiles 
to the Patent Act. 
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Council, as well, appeared to recommend retention of the 17-year 
term (p 88), suggesting also that the choice of any one period is 
as much an historical accident as anything else (pi 73) '.e4 The 
meouncil's concept of a "proper term", however, deserves closer 
examination. 


While suggesting (p 73) that it is not now possible to quantify 
precisely the number of years required to provide the degree of 
protection needed to induce resources to flow into invention and 
innovation, the Economic Council did observe that it could be 

| logically argued that (p 54) 


'...-It is in Canada's self-interest to grant only 
enough protection as will ensure that useful and 
new products and processes will be introduced to 
the Canadian market." 


\ 

_ The Economic Council also recommended that compulsory licences of 
right to manufacture locally should be available after five years 
from the first commercial use of an invention. This period of 

| five years was endorsed as an adequate 'head-start' for patentees 
}who are prepared to bring new technology into production (pr O2ys, 

‘Therefore, the Economic Council felt that five years of exclusive 
,monopoly from first use followed by a right to receive royalties 

_for up to 12 years, based on use of the invention by industry in 

|Canada, would be a sufficient total incentive. 


In determining the minimum period which would serve as a reasonable 
incentive to encourage commercial adoption of a new invention, 
/attention should be focused on the extent to which the extension 
of term serves as an incentive. 

i 

| If a decision is to be made by an industrialist whether to adopt 
|}an invention, and if the patent right is to be taken into account, 
the industrialist will have to include in his considerations the 
present value of prospective monopoly profits which he anticipates 
will arise in the future. The weight that will be accorded to 
“such prospective profits (and therefore the incentive force of the 
patent right) will depend on the duration of patent protection. 

By its very nature the incentive force of the patent right there- 
fore depends upon the discounted present value of future profits. 
‘For purposes of discussion a steady rate of profit may be assumed.* 


wert might be argued that a successful invention may find an 

expanding market, a market which will generate increasing 

revenues as time passes. But such circumstances do not argue 

for an extended term of patent protection. If the potential 

Success of such an invention iS apparent at the time of the 

initial decision to proceed with its commercialization, then 

the introduction of an increased patent incentive would be 

/ redundant. And if the potential success of such an invention 
was unforeseen, extension of the term of the monopoly right 

' into the future would not result in a corresponding increase 
in the incentive to invest. 
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As an example of the discounted value of future profits,a dollar 
earned five years in the future, discounted at 8% per annum 
(compounded annually) is worth 68¢ today. A dollar earned 20 

years in the future, discounted at the same rate, is worth 21 55¢ 
today. A law of diminishing returns is therefore associated with | 
any attempt to increase the incentive effect of the patent right | 


by extending the patent term. 


These considerations, coupled with the inherent uncertainties of 

the marketplace which would lead entrepreneurs to doubly discount | 
distant future profits, argue against reliance on the prolongation | 
of monopoly rights into the distance future as an incentive to | 
induce preferred behaviour today. The Economic Council's estimate | 
that a five-year period of unqualified monopoly may be sufficient t 
provide an adequate incentive for the introduction of new products | 
into the Canadian market is consistent with this analysis. | 


Applying these criteria and accepting that the patent right is 
created as an incentive not only to induce the creation but also 
the early exploitation and adoption of new technology, the 
proposed law provides for a term of 14 years, divided into an 
initial term of 9 years and a subsequent period of up to five years 
conditioned on the existence of local working. } 


| 


8.2.1 The Initial Term 


The initial term of nine years has been selected as a reasonable 
minimum for accommodating the provisions of art 5A of the Paris 
Convention. Under that article, a patent may not be terminated 
on grounds of failure to work locally until a minimum of five years 
from grant.* It is expected that with improved application proce-' 
dures, most, if not virtually all applications can be examined 
and disposed of within the first four years. The combination of | 
these figures therefore gives a total of nine years for the 
initial term. | 


The initial nine year period can also be obtained in another manne) 
Once an invention has been made and a patent application filed, | 
then businessmen must face the decision whether or not to complete, 
the development work and invest in the production facilities neces) 
sary to apply the invention as a commercial, industrial process. 
Various types of inventions, according to their nature, may take | 
varying lengths of time in order to reach the commercial productio| 
stage. Statistics have, however, shown that a substantial number | 
of inventions can be put into use within a few years after the dat! 


* The effect Of arts SA(3) andu(4) te ornate ta compulsory 
licence must have been granted for two years before a. 
patent can be terminated for non working and that a 
compulsory licence for non working must not be made 
available earlier than three years from Grane. | 
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of filing of an application for a patent. Chart 4-l in the Economic 
Councii'’s report (p 77) indicates that under the present law approxi- 
mately three-quarters of Canadian patents eventually put into use 
in Canada are already being worked at the date that the patent is 
grantea. At tne same date, 90% of the patents which will eventually 
be worked somewhere are already in use.* The period of pendency 
i applications in Canada in most cases has been of the order of two 
to three years. 
| 
|These statistics suggest that for approximately 80% of the invent- 
ions which prove viable, the pay-back period (during which the pat- 
-entee is supposed to be recovering his prior costs through the sale 
ie products arising from the invention) will have commenced by the 
fourtn year from priority date.** Therefore,inclusion of a 
period of four years from priority date in the patent term would 
guarantee to patentees, in most cases, the same benefit as running 
the period of exclusive rights from first commercial use (proposed 
by tne Economic Council and rejected as inappropriate for the 
,reasons given in part III of this working paper, supra pp 108-111). 
Again,the combination of the initial four-year period with the five 
|/years proposed by the Council gives a total of nine years for the 
mnitial term. 


While under either argument exceptional cases in which grant is 
|delayed beyond four years may arise, it is felt that these hard 
cases should not be allowed to disrupt the general rule. In any 
event, patentees who eventually obtain grant of a patent will be 
-entitled, under s 23, to compensation for any interim use of their 
invention following the early publication of their application. 

it is later proposed (cf infra, p 225)that this date of early 
publication should be no later than 18 months from priority date. 
‘'Therefore,interim rights to compensation would invariably commence 
Within the four-year period. 


jaee.2 the Extension 


——— 


The five-year period of extension beyond the first nine years will 
serve as an incentive for the bulk of Canadian patentees who are 
foreigners to arrange for the adoption of their invention by a 
Manufacturer in Canada. In this manner, the relative domination 
,Of the Canadian patent system by foreign patentees may, at least 
to some small degree,be turned to Canada's advantage. 


er 


‘ Similar statistics were obtained in a US survey, "Speedy Entry 
of Patented Inventions into Commercial Use", Barkev S. Sanders, 
IDEA, -fallY 1959. 


ew This allows for one year of delay arising from reliance by an 
applicant on the convention period. 
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As indicated above, by the end of the ninth year most (90%) foreig 
patentees with viable inventions will have already enjoyed over 
five years of commercial exploitation of their patent rights. Agai 
according to the statistics compiled by Firestone (supra p 68) and 
included in the Economic Council's report (p 62), by the end of Gig 
ninth year, foreigners, in two cases out of three, will have exploy 
ed their inventions on the basis of production facilities establish 
outside of Canada. As a corollary, it would appear likely that sug 
inventions will have been exploited on the basis of supplying the © 
world market, or at least major foreign markets which are substant- 
ially larger than the Canadian market. Since the ability to recove 
the special costs of invention and innovation is dependent on both | 
the duration of patent protection and also on the territorial scope; 
of such rights, the foreign patentee will, by the ninth year, hava 
had a substantial opportunity to recover His special'sunk costs' 
by exploitation of the world market. 


By way of contrast, however, a Canadian industrialist, due to | 
the small size of the Canadian market,will not have had an equiva- | 
lent opportunity to recoup his investment. A Canadian industrialis 
working an invention during the five-year extension of the patent | 
term will not realistically be able to exploit the world market 

as easily as foreign patentees whose production facilities are ini-. 
tially based within larger markets. The five-year extension of 
the patent term will give indigenous Canadian innovators a further | 
period in the smaller Canadian market to make up for this deficienc. 
More significantly, the five-year extension will also assist Cana- | 
dian licensees in their adoption of foreign-controlled technology} 
under licence. While the adoption of an invention under licence | 
may not involve the same extraordinary start-up costs as are associ, 
ated with originating an industrial innovation, some special costs | 
will nevertheless exist. Besides the difficulties which would 
normaliy be faced by any Canadian industrialist in tooling up for 
and making marketing arrangements, the Canadian licensee's legal 
right to supply such markets in competition with the patentee may 
be foreclosed by various local patents which preclude exportation © 
to such markets. Allowing for the relatively limited territorial { 
scope of the Canadian patent right, it is anticipated that the fig 
year extension should provide an adequate incentive to encourage th 
adoption under licence of new technolegy controlled by foreign 
patentees and to allow recovery within the Canadian market of the | 
special costs associated with the adoption of inventions by Canadié’ 
industry. 


It was these factors, combined with ‘the desire to minimize the 
costs while maximizing the incentive to transfer knowhow and 
technology that suggested the additional five year term. The sum 
of 9 plus 5 or a total of 14 years’! is the term originally grancem 
in the US, UK and in Canada and accordingly seems to be appropriaté 
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CHAPTER 3 -- APPLICATION REQUIREMENTS 


Chapter 1 defines the type of patentable subject matter that will 
support the grant of a patent. Chapter 3 deals with right of access 
to obtain benefits under the law, and the steps which must be taken 
by an applicant. 


i Entitlement to a Patent -- s 30 


Section 30 continues the policy of the present law that patents will 
only be made available to inventors or persons claiming title under 
inventors. This is opposed to the concept of granting rights to 
persons who import ideas that they have learned from others abroad, 
a policy reflected in the past under the laws of the UK, Belgium 
and other countries which recognize 'patents of importation'. 


By reason of the limitation that only true inventors (and their 
assignees) may apply, the proposed law would more properly be 
described as a 'first-inventor-to-file' system, rather than a 'first- 
to-file' system. A person who makes a disclosure in confidence 

prior to filing need not fear under the proposed law that his con- 
fidant will attempt to file an application based on the disclosure. 
Such an application would not be by an inventor and therefore would 
fon, SUppOrt, grant of a’ valid patent. 


Subsection 30(1)b replaces present s 33 and reverses the policy of 
the present law. Under the present act, all inventors must be party 
bo an application, unless it is shown’ that they cannot be found. 

Such a provision could lead to delay in the filing of applications 
under the proposed law. Since the new law adopts a first-to-file 
system, all impediments to speedy filing have been minimized. Under 
ss 30(1)b,c and d, any person having an interest in an invention may 
initiate the patent application procedure. Subsequent provisions 

(s 84) allow nonrepresented parties to claim rights under an applica- 
mon Or patent, ion the basis that ithe first applicant is deemed to be 
acting as a trustee. 


Subsection 30(1)c deals with the case of the employed inventor. 
Subsequent provisions (s 86) codify the present common law provisions 
under which employers acquire all rights and inventions made by 
employees who have made inventions while acting within the scope 

Be their iduties: Rather than force’ employers ‘to obtain the coopera- 
tion of employees as a condition precedent to filing an application, 
B)30(1)c gives the employer status to file such an application, 
allowing disputes on entitlement to be settled subsequently. 


Section 30(2) contains an additional proviso for applicants, not 
existing under the present law. 'Convention Country' is defined 
under s 2 to include any country with which Canada has established 

a bilateral agreement. The combined effect of these provisions 

will enable Canada to obtain reciprocal rights for Canadian inventors 
in countries which are not members of the Paris Convention. Agree- 
ments of this type presently exist, for example, between Canada and 
India. 


ee 


Section 30(3) deals with the procedure by which entitlement under 
s 30 may be established. The qualification "before the Patent 

Office" is intended to limit the operation of the regulations, so | 
that they will not encumber a court in reaching any decision whether 
facts under s 30 have been established. 


Regulations under s 30(3) will, however, define the standards and 
means of proof that the Patent Office may require of an applicant. 
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Section 31(1) assigns broadly to regulations the power to define 
proper filing procedure. The criteria for a proper filing will bem 
of considerable importance since an applicant will only acquire a | 
priority date through such a. filing. The present, twelve-month 
period stipulated under present s 32 for completing an application 
will be replaced by regulations which will be able to deal with 
pregrant requirements with greater flexibility regarding deadlines. 
The need under the present law to set statutory maxima for certain 
steps in the granting process will not be as crucial under the 
proposed law, since the period of protection will start to run 
against an applicant when he establishes his priority date. 


Section 31(2) and (3) provide reference to essential information 
which should accompany an application. The basis of the status of 
the applicant to apply is, of course, essential. The reference to 
the specification, subsequently defined under s 34, is essential 
to establish disclosure of the invention for purposes of a priority | 
date. 


3 Designation of Inventors -- s 32 


This section amplifies the policy referred to in the discussion 
respecting s 30(1)b. However, s 32(1) gives relief in the case | 
of an application which does not qualify with the requirements of 

s 31(2) by reason of failure to identify properly all inventors. | 


Identification of inventors may sometimes be a difficult problem, 
particularly where numerous persons in a company have worked on a 
problem over time. Rather than invalidate a patent on the basis 

of failure to identify fully all inventors, s 32 preserves the 
existence of the patent for the benefit of properly disclosed person} 
who actually hold an interest in the invention. The right to amend 
the designated inventors in an application is recognized under the 
present act, in ss 33(3) and (4). Under the present law, -howevem- 
the validity of a patent, where inventors are incorrectly identified) 
1s uncertain. Subsequent provisions in the proposed law (s 77) 
expressly extend the policy of allowing amendment to the designation 
of inventors in order to allow patentees to preserve the validity 
of patents subject to such a defect. | 
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Section 32(4) deals with the difficult case of a dispute between 
parties regarding entitlement to be included as applicants or named 
inventors in an application. Rather than have the Commissioner 
assume responsibility for a contentious factual issue of this kind, 
the proposed law assigns the dispute to the Federal Court. While 
such instances have rarely arisen, it is appropriate for a court 

to deal with such a complex fact-finding procedure. 


4 Priority Date -- s 33 


The minimum prerequisites for establishing a priority date are 
important criteria under the law. Section 33 affirms that a 
priority date will be given to an application if it meets the 
minimum standards of s 3l. 


Section 33(2) meets Canada's obligation under the Paris Convention 
to recognize for priority purposes earlier filings in convention 
countries. 


Convention priority, while recognized, is not of major significance 
under the present act. Present procedures do not require proof of 
the facts supporting such claim to priority until a need arises. 
Under the proposed law, due to the substantial number of foreign 
filing received in Canada, virtually every application will have 

to be scrutinized in order to evaluate its claim to a priority date. 


Section 33(2) states that the priority date of an application shall 
be the date of the first filing in a convention country of a dis- 
closure which "conforms" to the disclosure tendered as the required 
specification under s 31(3). The word "conforms" will become a 

term of art under the proposed law. It is intended to accommodate 
some deviation between the disclosure in the priority document and 
that of the Canadian specification. The expression also arises 

with respect to the scope of amendment permitted for a specification 
under the proposed law (s 38). 


Section 33(3) fulfils the same rdle as s 30(3), ensuring that the 
Patent Office will have authority for the procedures by which it 
determines priority date under s 33(2). 


Section 33(4) applies the policy of article 4C(4) of the Paris 
Convention, Stockholm revision. In effect, an applicant has the 
right to abandon an earlier application for priority purposes vs 

he is prepared to run the risk that his invention may have become” 
available to the public in the interim. While Canada is not a 
signatory to this provision of the Stockholm revision, it has been 
incorporated in the proposed law in recognition of the fact that 
Canadian applicants may wish to follow such a procedure before the 
Canadian Patent Office for the purpose of obtaining patents in 
foreign countries. 


Section 33(5) recognizes that, for priority purposes, the status of 


a disclosure under foreign law is irrelevant. The definition of 
"application" under s 33(5) gives recognition to any disclosure 
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which is authoritative regarding its date of filing and which 
reflects the intent of the applicant to obtain protection for 
his inventions. On this basis, the further qualification of | 
art 41(2) of the Paris Convention, Stockholm revision, referring 
to the necessity that patents be available as an alternative 

to inventors' certificates has not been incorporated. Such a | 
requirement would, for the purposes of the section, be redundant. 


5 Disclosure Requirement -- s 34 


This section represents one of the major instances in which the 
flexibility of reliance on regulation-making power to define 
detailed requirements under the law will be of maximum advantage 

in the future. “The preamble to s 34, stating that disclosure trea 
guirements are to be prescribed by regulation, gives statutory 
authority ‘to such regulations.) Thecreecrtalicot thesbalance: of) the 
provisions of s 34 as objects givexguidance on the nature of suck 
regulations. The objects follow substantially the statutory pro- 
vions for disclosure under the present act, s 36 and the principles 
expounded by President Thorson in the Exchequer Court decision, 
Mineral Separation North America Corporation v Noranda Mines Ltd | 
Vio eo) pene TOR es OG te 
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Section 34(1) establishes a lower standard for a disclosure that 
accompanies an application on filing than that required under s 
34(3) at the time of grant. This lower standard recognizes the 
difficulties in preparing applications under a first-—to-file 
system and will allow applicants to establish a priority date 
with only the absolute minimum of disclosure. 


Subsection 34(1)a permits either the principle of the invention or | 
a specific embodiment to be disclosed. Subsection 34(1)b states | 
that as an absolute minimum, the initial disclosure must be suffici=} 
ent "tovallow auwsearch) of the state of=@thesares, sUnder thes last.cucs 

section, 34(1)c, claims are expressly required. This last provisiom 
deviates from the practice under UK provisional applications which 
do not require claims... However, claims are useful as devices for 
determining the nature of the invention and scope of search required| 
Subsequent amendment procedures (s 38) ensure applicants opportunity} 
CO.anmend claimsratter i eving.. 


{ 
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| 
The nature of claims under the proposed law differs from that estab- 
lished under the present law, as applied in the courts. Present 
s 36(2) provides as follows: | 
"36 (2) _ The specification shown shall end with a claim 
or claims stating distinctly and: in explicititerms the 


x Cited in the Ilsley Report as an exhaustive statement of patent 
disclosure requirements under the law (p 44). 
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things or combinations that the applicant regards 
as new and in which he claims an exclusive property 
oxy privilege.«" 


However, following the tradition of earlier British jurisprudence, 
claims are also treated as if they were definitions of the patentee's 
invention. Invention in this sense refers to articles or processes 
rather than principle by which an advance or advantage over the 

prior art has been obtained. Subsection 34(1)c avoids ambiguity by 
emphasizing that claims no longer constitute a statement of the 
invention, but rather are only intended to define or characterize 

the physical articles or activities that exploit, apply or incorpo- 
rate the invention. This same policy is applied as well in s 34(4), 
governing the form of claims at time of grant of a patent. 


pave. Microorganism Depositories -- s 34([2) 


Section 34(2) recognizes that disclosure of an invention incorporatinc 
use of a unique microorganism may not make the invention available 

to the public unless samples are available. Depositories for miLecro-— 
organisms presently exist in the United States, Japan and in Burope. 
A draft convention is now under review within WIPO, proposing to 
coordinate national laws with respect to the deposit of micro- 
organisms. Section 34(2) provides maximum flexibility, toniGanaga 

by leaving the designation of depositories to be fixed by regulation. 


Section 34(2) requires deposit by the date of publication in order 
to assure that persons interested in evaluating the invention 
experimentally or protesting grant of the patent will have an 
Peportunity. ito obtain access,to the microorganism and investigate 
the applicant's invention. 


5.2 Disclosure Requirements on Grant -- s 34(3) 


Section 34(3) deals with the disclosure portion of patent specifica- 
tions at the time that patents are granted. 


By the time of allowance of an application several years will likely 
have passed from the applicant's original priority date and the 
applicant will likely have a better understanding of the commercial 
importance of his invention. Section 34(3) establishes a relatively 
high standard for the disclosure at this stage. - 


Subsection 34(3)a refers to the principle of an invention or the 
technical effect it achieves. Present s 36 requires an applicant 

to describe the principle of any machine that he wishes to patent. 
This requirement is enlarged to apply to all categories of inven- 
tion. The introduction of reference to "technical effect” 2 oan 
alternative accommodates cases where the principle is not understood 
and allows the applicant to describe his invention in functional 
terms. In either case, such an analysis may constitute the best 
means for expressing the nature of an invention. 
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While s 34(3)a refers to the functional characteristics of an inven-| 
tion, s 34(3)b and c refer to the mechanical means or methods for | 
exploiting the invention. Subsection b, referring to “best mode", | 
reflects the requirement of present s 36 that the best mode of 
operating any machine must be disclosed. Under s 34(3)b this 
obligation is enlarged to apply to all inventions and, in particulaa 
where several advantageous uses of the invention are known, all such | 
uses are to be disclosed. 


Subsection 34(3)c expands the requirement of s 34(3)b by specifically 
requiring the description of one or more preferred embodiments. 
The requirement for reference to a preferred embodiment exists 
under the rules of the present law, but under the proposed law 
the description of a preferred embodiment is intended to demonstrate 
the invention. That description is not intended to limit the scope | 
of the claims and it need not constitute one of the best modes | 
referred to in s 34(3)b. 


By generalizing on the functional réle of the elements in the pre- 
ferred embodiments, the applicant will be able to provide support 
for claims extending to the use of his invention in any form. 


The concluding portions of “‘s "34 (3) adopt in explicre terme the 
further requirements for prior disclosure of an invention, as 
established under existing law. Unlike present s 55(1), ss 34(3)d 
and e are absolute standards, not dependent on the intention or 
purpose of the applicant. These provisions are reflected in the 
judgment of President Thorson in the Minerals Separation case. 


Section 34(3) is, in summary, a composite of the wording of the 
present act, the Ilsley Commission's recommendations and the | 
principles of jurisprudence developed generally, in Canada, the 
United States and under UK law. A Canadian application prepared 
to meet the standards of disclosure of s 34(3) would be likely 


to receive acceptance as sufficient to obtain a patent anywhere 
in the world. 


5.3 Defining the Scope of Monopoly -- s 34(4) 


Besides disclosing his invention for the purposes of sharing the 
knowledge that he has to offer, an applicant is also required to 
provide the means for determining the scope of monopoly to which 
he is entitled. The definition of the scope of protection to be 
accorded to a patentee is difficult and complex. Section 34 (4) | 


sets out these requirements as a separate matter from the require- | 
ments respecting disclosure. 


Subsection 34(4)a makes it clear that the applicant is responsible 
to state expressly the generalizations inferable from his preferred | 
embodiments which constitute the distinguishing characteristics of | 
his invention. It is not enough for the applicant to describe Hig 
embodiment as a 'pile of parts' and then leave it for future 


= 210 = 


litigation to determine precisely where the invention resides. 
Although there may have been some misunderstanding of this prin- 
ciple, s 36(1) of the present act clearly states that an applicant 
is expected to indicate in his disclosure the part of this embodi- 
ment which constitutes his invention and then, subsequently, to 
define the scope of his monopoly with the technical wording of his 
claims*. 


The challenge set for an applicant under s 34(4)a is to understand 
what it is that characterizes his own invention and makes it 
different from the prior art. The applicant is relieved from 
responsibility to distinguish his invention over unknown related 
prior art. But with respect to art of which he is aware, an appli- 
cant is required to distinguish his invention not simply in terms 
of differences in structure (which may be inconsequential), but to 
explain how his invention is functionally different. This provision 
continues the policy of the present Canadian law (which differs 
from UK requirements) in requiring a patent applicant to indicate 
in which aspects his specification describes something new. (cf 
Fox, "Canadian Patent Law" 4th. ed, p 176.) 


Subsection 34(4)b requires the inclusion of claims in the specifica- 
tion. Since this subsection forms part of the objects under s 34, 
the exact structure of such claims will be governed by regulation. 


Claims will no longer define the "invention". As indicated under 

S 34(3)b, claims cover the scope of activities over which the 
patentee has power to limit access. Subsection 34(4)b is worded 

to allow regulations to approve any format of claim which character- 
izes the products or processes which are subject to the patentee's 
monopoly. 


Subsection 34(4)b(ii) adopts the standard 'rule of thumb' developed 
over time for determining whether the patentee is attempting to 
claim more than he is entitled to claim. Under this method of 
establishing the scope of the patentee's rights, a claim is invalid 
if through lack of some qualification it defines or 'reads on' some- 
thing forming part of the prior art. The stipulation in subsection 
34(4)b(i) is equivalent to the present requirement that the dis- 
closure must support the invention as claimed in the claim. 


6 Abstracts =<="s 35 


Statutory reference is made to the provision of abstracts under 

s 35 in order to ensure that the concluding sentence of this pro- 
vision is given full effect by the courts. Since abstracts, when 
properly drafted, should be easily readable and understandable, 
it may be necessary for patent applicants to depart from the precise 
wording of their claims. Such a departure should not prejudice 
rights under the patent. 


a 


* of Pengo Hydra-Pull of Canada Ltd v Leithiser (1973) FC 405. 
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7 Provision of Evidence, Models and Samples -- s 36 


This section replaces and amplifies the provisions of present 
s 40. Models.are not customarily “required under, the present 
law, but the power to request models is convenient, particularly 
in cases where an applicant wishes to patent a device alleged to 


operate as a perpetual motion machine. More significantly, s 36 
will allow the Commissioner to demand evidence to substantiate 
that an invention is operable. Such a power is consistent with them 


maintenance of high quality disclosures, ensuring that patent 
applicants make the fullest possible contribution in return for 
grant of a patent. The requirement of operability or utility, as 

it is now called under the present law, is subsumed in the proposed | 
law in the expression "susceptible of industrial application” | 
= Ses a Ge Rs 


The reference in s 36(1) to the Commissioner acting on the applicativ 
of any person anticipates subsequent provisions (s 43) permitting 
members of the public to intervene and oppose grant of patent, | 
allowing such persons to raise the issues of utility and operability, 


8 Liabalvey (for Balse (Duseclosuven==. Saco 


This 1S a novel provision. it is introduced inorder Cojmotiva.- 
patent applicants to maintain the highest standard of disclosure 
in their applications. 


Under the present law a policy has developed in the courts for | 
denying rights for inoperative inventions by the technical mechanism) 
of invalidating any claims which apply to or read on inoperative / 
devices*. This ground for invalidating claims is removed by the | 
provisions of s 72(2) of the proposed law. Instead, s 37 will 

provide a better incentive for applicants and patentees to ensure | 
that inaccuracies in patent disclosures are corrected with due 
dispatch. ( 


The liability created under s 37 is qualified by the limitation 
period of) s’.37(3), and particularly iby oroviicions cor lana (o me 


Ene stipulation ans s37 (ls) ati persons acquiring a  patentar 
claiming under an application will incur liability as well,is { 
intended to encourage assignees to examine the disclosures of patent: 
which they are acquiring. Through such examinations, patentees will 
receive independent criticism on the adequacy of the disclosures in | 
their patents. — Under the provisions of 38) they iw) vie taenmepe | 


entitled to make whatever amendments are necessary to correct such 
deficiencies. 


* cf Mineral Separations North American Cor Oration v Noranda 
Mines Ltd, exLes 69 RPC 81; Traver Investments Inc. v Union 
Carbide, (1967) SCR 196 
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9 Amendments -- s 38 


Provisions allowing amendments to applications and patents are 
necessarily very technical. On the one hand, there is always a 
danger that the unfair advantage of an unjustified early priority 
date will be obtained by an applicant where necessary features of 
an invention are only identified and introduced into an application 
at a later date. On the other hand, through accidental omissions 


je the time of drafting of an application, features may be omitted 
from the description of an invention or its application, or 


fi ee 


experience may generate further information which, while not 
essential as steps necessary to complete the invention, are useful 
or desirable information for exploiting an invention. Section 38 
Was been prepared on the basis that it is in the public interest 
that a patentee be encouraged to come forward at any time during 

the pendency of his application or the life of his patent to provide 
the public with the best information he has respecting use of his 
invention. 


Section 38(1) allows an applicant to introduce anything he wishes 
mito a patent disclosure, so long as it relates to the invention. 
This provision will replace the limitation found in the present 
rules that amendments are only permitted where they describe matter 


_shown in the drawings or reasonably to be inferred from the specifi- 


iron tac orvginally fileds(rule.52)...It willsalso replace, in part 
the provisions of present s 50 which allows an applicant to obtain 
a reissue of his patent where it is "deemed defective or inoperative 
by reason of insufficient description or speci lications.tnesuniane 
present s 50, proposed s 38 has no time Limhtation, cnonvls chagual— 
fied by the requirement that an error must have arisen from inadver- 


tence, accident or mistake and without any fraudulent or deceptive 


intention. 


While s 38(l1) refers to amendment of the disclosure, apart from the 
miaims, ss 38(3) to (6) deal with the more crucial issue of amend- 
ments to the scope of monopoly granted. Section 38(4) allows an 
applicant to narrow the scope of a Claim jateany (time?) ihistprovis— 
ion replaces the right to disclaim existing under s 51 of the 
present act. It is not, however, restricted by a requirement that 
Only deletion of claims in their entirety will be allowed. Instead, 
claims can be narrowed by adding further qualifications as essential 
characteristics of embodiments of the invention, as long as the 
requirements of ss 38(5) and (6) are met. 


The right to amend a ciaim to broaden the scope of monopoly is 
accorded under s 38(3), but only during a period following the 
priority date to be defined under regulations. It is contemplated 
that applicants should be entitled to amend their claims even after 
publication, in recognition of the fact that it may only become 
apparent after publication and perhaps after an intervention 

has arisen, that a claim fails to cover fully the territory which an 
applicant is entitled to claim. While the prescribed period under 

S 38(3) could even extend to any period prior to grant, some lesser 
date would probably be appropriate. In some cases, intervention 
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by interested parties may not occur if, through disclosure of their 
existence, a patent applicant may amend his claims to cover ground | 
that otherwise would have been neglected. The fairest period 
under s 38(3) would probably be one during which proceedings | 
respecting corresponding foreign applications before other patent | 
offices will have given the Canadian applicant an opportunity both 
to learn more about the prior art and then to reconsider the real 


nature of the invention upon which he wishes to base his claims. 


Both ss 38(3) and (4) are qualified by reference to the requirement. 
of ss 38(5) and (6). Section 38(5)a reflects the requirements faa 
claims established under s 34(4)b(i) and merely admits the broad- | 
ening of a claim to the scope that could have been obtained on the | 
basis of the disclosure originally filed. .Sectioni139(5)b dealic 
with tne difficult case of a claim which is being broadened on the} 
basis of new matter introduced into the disclosure. An attempt is} 
made through the employment of the technical expression "conform" 
both to provide for such amendments and to establish a limit to 
such amendments. 


Section 38(6) contains a key provision under subsection (c) that 
a broadened claim cannot be based on disclosures requiring further) 
inventive steps. This is a very generous provision. It will alloy 
applicants to introduce any information of the type that would be 
discoverable by a workman skilled in the art. While evaluation | 
of amendments on the basis of this criterion may prove difficult | 
and challenging for the Patent Office, it is, nevertheless, the 
type of evaluation that must be made for all applications disclosin 
inventions which may or may not involve an inventive step (as 
defined under 512). even ttheeprion) art. | 


Subsections 38(6)a and b ensure that amendments will be relevant | 
to the subject matter of the patent. They are also an invitation 
to applicants to make amendments which further demonstrate or 
explain their invention. 


10 Amendment to Designation of Inventors -- s 39 


As discussed earlier with respect to s 32, misnaming of inventors 
will not be fatal to the validity of a patent. As long as some 
person has a legitimate interest in the existence of a patent, 

it is more equitable to allow amendment to maintain its validity 
than to invalidate the patent provided that the interests of 
potential users of the invention are protected. Provisions protect! 
ing such persons in the course of legal proceedings are included | 
under ss 39A and 76. | 
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Sections 39(1) and (2) contemplate that changes in the designation | 
of inventors will proceed on the basis of the consent of all known 
interested parties. Section 39(3) makes provision for disputes 
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where a person refuses to have his name removed from an issued 
patent as inventor or where coinventors refuse without just cause 
_ to have an additional person added. Section 39(3) assures that 
persons interested in upholding the validity of a patent will have 
the means to correct the designation of inventorship by obtaining 
the consent of the court. 


eo Amendment after Revocation Proceedings are Commenced -- s 39A 
} 


Section 39A covers the case in which a patentee attempts to make 
amendments, either under ss 38 or 39, after proceedings have 
commenced in the Federal Court for revocation of a patent. Until 
‘amendments are entered under those sections, a patent will be 

' challengeable for being defective. The effect of this stipulation 
_is that patentees will be motivated to amend voluntarily their 
specifications at an early date. 


oe 


Where a member of the public has taken steps to challenge the 
validity of a patent on the basis of a defect in the specification 
or designation of inventors, s 39A(1) stays proceedings before the 
Patent Office. Section 39A(2) stipulates the procedure that the 
Commissioner shall follow where the court, in the course of the 
revocation proceedings, entertains proposed amendments tendered 

by the patentee. The procedure of advertising the fact of such 
advertisements through the Patent Office is intended to give 

other persons an opportunity, both to comment by written submissions, 
and also to join in the revocation proceedings and thereby share 

in the privileges available under s 76. Section 39A(4) recognizes 
that, for at least the initial proceedings before the Patent Office, 
' such a member of the public may wish to remain anonymous. Such 
anonymity will be respected since it will encourage the submission 
of comments to the Commissioner. 
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Mm Division of an Application -- s 39B 


The present law stipulates under s 38 that a patent shall be granted 
for one invention only. This is largely a matter of administrative 
‘convenience, since it permits patents to be classified under unique 
categories. Requirements for division of applications describing 
several inventions can lead to delay in the grant of patents. This 
is particularly embarrassing for patentees where the term of mono- 
poly runs from the fixed priority date. : 


Section 39B(1) relieves some of the strictures of the present law. 
Further, s 39B(3), which authorizes the Commissioner to order 
division is permissive. This discretionary element applies both 
in the case where division may be instigated by the Patent Office 
and where the applicant requests division. 
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The reference to a claim to multiple priority dates under s 39B(3) | 
anises. by reason of the requirements: of article 4. ofeshe Paras 
Convention. That article requires Canada to recognize claims 
to multiple priority dates. To a great extent, such claims may Bey 
unnecessary in view of the generous amendment provisions of s 38. 
Where, however, through reference to a later priority date a 

foreign applicant attempts to introduce claims based on disclosupey 
which qualifies as being inventively different from the original 
disclosure, s 39B(3) gives the applicant the option of requesting 
division. The period within which such a request must be made wil] 
be established by regulation. In any event, s 39B(4) ensures )thaa™ 
such reguest will occur no later than the date of request for gram 
of a patent based on the earlier application. 


Section 39B(5) confirms that where disclosures from a multitude of 
priority applications fall within the limits of s  38(6)c, they 
all be incorporated in one application bearing the priority date 
of the earliest application. 
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ICHAPTER 4 - PROCEEDINGS BEFORE THE PATENT OFFICE 


This chapter sets out the activities that will take place before 
the Patent Office once an application has been filed. It defines 
the responsibilities of the Patent Office and establishes the 
procedural obligations of patent applicants. 


tL Publication of Patent Applications -- s 40 
The proposed law adopts a policy of early publication of patent 


me@plications. At present, the following countries publish applica- 
‘tions irrespective of whether the examination process is complete: 


| Australia, Brasil, France, Federal Republic of Germany, 

: Netherlands, Nordic countries (Denmark, Finland, Norway, 
/ Sweden) -- (UNCTAD Report para 67). 
| 


This policy has also been adopted under the EPT; it will become part 
of the UK patent law (according to the White Paper, Consultative 
Document p 8 para 24); it was recommended by the US President's 
Commission (p 16) and was proposed in the US Senate Bill S-2504 

(s 122). The Ilsley Commission recommended publication of 
applications twelve months after the filing of the complete specifi- 
lGation in Canada (p 46). The Economic Council also approved of early 
publication, referring to a period of twelve months from the filing 
of the complete specification (p 88). 


lMerly publication of applications can therefore be accepted as a 
conventional proposal. The contentious issue which remains is the 
‘time at which publication is to occur. Free from other considera- 
Mons, it would be desirable for applications to be published at 

fame earliest possible date in order to give the public and interested 
parties the benefits of knowledge of the invention. This would be 
‘true even if the only purpose of early publication were to give the 
,public an opportunity to avoid infringement. 


‘The time at which applications shall be published under s 40 has 
i\been left to be prescribed by regulation. Use of the regulation 
provision will allow flexibility within the law. For instance, if 
a decision is made that, for administrative convenience, Canada 
‘should join the Patent Cooperation Treaty, then the prescribed 
|period could be set at 18 months, the period required by the 
'treaty. Otherwise, an earlier date of publication can be adopted. 
In any event a delay of more than 18 months would be both un- 
desirable and unnecessary, as this is the period set under EPT. 


Section 40(1) allows an applicant to request early publication of his 
)application. Such publication may be to an applicant's advantage. 
feacerim rights under s 23(1)a do not begin until an application has 


| 
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been published. The possibility of intervening rights arising 
through independent commercial use of the invention can, under 

s 50(1)b be forestalled by publication under s 40(1). Therefore, 
early voluntary publication is actually encouraged under the pro- 
posed law and s 40(1) gives an applicant the option of electing 
for early publication. 


Section 40(1) establishes that publication occurs when an applicat) 
is laid open for inspection by the public. Regulations may also 
provide for publication through distribution of printed copies of | 
abstracts and drawings. However, since s 40(3) assures the publi¢} 
a right to obtain copies of documents laid open for inspection und: 
s 40(2),applications can become technically "published" under the | 
law without any administrative delay. 

| 


Section 40(4) provides for the immediate publication of 'tombstone’ 
data' pertaining to applications, as prescribed by regulation. Thi 
Lect iene tan application corresponding to other foreign applicatii 
has been filed in Canada may be of considerable relevance to poten. 
invention-users in Canada. The wording of s 40(4) follows the 
provisions ‘Of EPTanticle, L4a9(6). 


The concluding words of s 40(4) ensure that regulations may author | 
the publication, of .all correspondence arising in the course of 
examination of an application. It is desirable that such correspo! 
ence be made available for public examination since, under s 43, 
members of the public will be entitled to oppose applications. 


SS —————— 


| 
Section 40(5) allows an applicant to withdraw an application and 
thereby avoid publication. This provision will allow applicants | 
filing before the Canadian Patent Office to take advantage of art | 
4C(4) of the Paris Convention. That article stipulates that where | 
applicant withdraws or abandons an application prior to its having’ 
been laid open to public inspection, the right to claim priority 
based on a subsequent application is preserved. The provisions of) 
s 40(5) will allow Canadian applicants to enjoy the full benefit 
of the Canadian Patent Office as a depository for establishing a 
PLLOYICY datertor toresgin.if1 lings: 


‘ 
1 
4 Becrecy for Fatent: Appiscarione 27 2.4. | 


Section 41 replaces the rather lengthy provisions of s 20 in the | 
present act dealing with inventions which, for reasons of national/| 
security, should be kept secret. The procedure established under | 
S 41 generally follows the recommendations made by the Ilsley | 
Commission (part IV s 30 pp 54-57), with changes to improve clarity 


While some of the provisions of s 41 may be purely procedural, 
Since they constitute an exception from the normal procedures 
established under the act and since they entail imposition of the | 
obligation of secrecy on an applicant together with the sanctions 
of the Official Secret's Act, the entire procedure has been incor-| 
porated as part of the proposed statute. 
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The proposed law does not contain, as was recommended by Ilsley 
(part IV s 30(7) p 56),provisions requiring Canadian residents 


'to file first for patent protection in Canada. Provisions of this 


/ 
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nature exist under the present US law ( US Code ss 181-188). The 


-penalty under the US code for filing, without a licence from the 


Commissioner, a foreign application within six months from the US 


filing, is invalidation of US patent rights (US Code s 185). 


The obligation to file first in Canada has not been included in the 


proposed law because such an obligation may, in some cases, constitute 


an undesired expense and unnecessary inconvenience for Canadian 
inventors. It cannot be justified on security grounds because no 


provision exists under Canadian law which would prevent an inventor 


from publishing his invention abroad, outside of the patent system. 
Further, no net benefits to Canada would likely flow from forcing 
Canadian inventors to file applications for Canadian patents. 


/ Section 41(5) allows applications kept in secrecy to be prosecuted 


to allowance or rejection. This will enable the validity of such 
applications to be determined for purposes of establishing crown 


leeobility for use of an invention; under s. 41(16).: Section 141 (19) 
-allows the crown to challenge the validity of an application which 


has been allowed on the same basis as a patent. 


The provisions of subsections 41(16) and (18) follow the Ilsley 
proposals in providing compensation and indemnity to applicants who 
are subject to a secrecy order under the provisions of s 41. Section 
41(20), while not extending the term of patent rights available, will 
assure that applicants have an adequate opportunity to establish 
working of an invention in Canada before being subject to the effects 
of ss 27 and 53. Applicants would also have the privilege of abandon- 
ing and refiling applications which had been held in secrecy for an 
extended period of time as long as their invention has not been 
publically disclosed. 


|= Examination of Applications 


Preliminary to a detailed commentary on the actual wording proposed 


for the draft law respecting patent examination, the following 
section discusses some of the basic issues relating to examination. 


3.1 Background --Object and Alternatives: Examination vs Registration 


Canada has for many years, like most of the major industrial countries 
of the world, had a system of examination as a precondition to the 
Brant of patents. This situation has existed for so long and has 
become so much a part of our law, that for many persons it would 

be difficult to conceive of any other alternative. However, there 

are alternatives to the present examination system and they should 

be carefully considered before concluding that examination as we 


. know it should continue in the future. 
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Since the passing of the Statute of Monopolies, it has always been} 
accepted that where a patent has issued for something which in fact 
was not new, that patent may be treated as being null and void, aa 
may be so declared by ai -court = Form over 200 eyears the jeacent syst 
in the United Kingdom operated on the basis that patents were issue 
at the risk of the patentee, subject to the invalidation if subsegy 
quently found toslack novewdty . 


{ 


In 1883, a patent office was established in the UK to administer tk 
granting of patents, and to examine applications as to form. It wa 
not until 1903 that the British Patent Office began examining pater 
with respect to determining wnether the described invention was in) 
fact new. Even under the present UK patent law the Comptroller | 
cannot on his own initiative prior to publication refuse an applicg@ 
for an invention on the grounds that it as obvious, and can do js@ i 
oppositions only where the invention is ‘'clearly' obvious (UK s ‘ 
4A(l)e). | 


The United States commenced its examination procedures IMeLesG aval 
today the United States Patent Office aspires to give every patent | 
application a complete examination in order to ensure its validity) 
Unfortunately, perfection is not being achieved and on the order oj, 
fifty per cent ‘of litigated patents iin ithe Umited (Staveseareu. a 
invalid by the courts. Om the other hand; +iess=than tagotggam™ 
patents are ever actually involved in litigation before the US 
countsie” 


of the countries of Europe including Germany, Austria, the NetherJe 


Examination procedures have been in existence for some time in many, 
| 
f 
the Scandanavian Countries, but with the notable exceptions of 


| 


such other countries as Belgium, France, Italy, Greece, Spain anda 
Portugal. These countries have generally followed the system for | 
granting patents established under the French patent law of 
1844** , 


| 
France was one of the first countries outside of England to formal! 
introduce statutory provisions for the granting of patents of monoj, 
This legislation was passed during the period of the French Revolutt 
1792. However, the French patent system has never qualified as an} 
"examination' system in the fullest sense. A substantial change we 


* cf United States Patent Office statistics provided to Philip 
A. Hart, Chairman, the US Senate, Committee of the Judiciary ja 
Subcommittee on Antitrust and Monopoly, and forming part of 
the record of ‘the hearings “of ‘the ‘Subcommittee “on =Patents, 
Trademarks*and Copyrights (September li, 22 sand) i47a1973.. 


**8 sek -Stephen ees Ladas 


"Patents, Trademarks and " 
CES] Da keme44u f Related Rights 
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was introduced in 1969, the transition of which is not yet complete, 
but prior to that date, one had only to file an application with 

the appropriate disclosures in order to obtain a patent grant by 
registration. No examination for novelty is made under a regis- 
tration system. 


The theory behind the registration system is that since inevitably, 
even under an examination system, the validity of the patent would 
be examined in the course of litigation to enforce it, it is redun- 
dant and wasteful to bother investing public resources in a review 
of patents, a substantial percentage of which would never be a 
gated in any event. 


The change that was introduced into the French law an L369 Was cet 
attempt to go partway toward meeting the objections that the validity 
of an unexamined patent was so uncertain that it was of little use as 
an economic instrument to encourage investment in new manufacturing 
facilities. Under the 1969 provisions, every application is forwarded 
to the searching facilities maintained in The Hague, by the Institut 
Internationale de Brevets (IIB) anda search report among the world's 
patent art and major technical literature is prepared. Following the 
search, the results are forwarded to the applicant with whatever 
observations the examiner in the French Patent Office might care 

to make. It then remains for the applicant to decide on the final 
form that he wishes his application and ultimately his patent to 
take. Therefore, the examination is not complete in any sense 
normally understood in our system. No attempt is made by the French 
Patent Office to ensure that claims are not made to subject matter 
which is old and a mere obvious variation on what was already known. 


Between these two extremes with respect to the processing of applica- 
tions for the grant of patent rights there are two further alternate 
systems which share characteristics with both the full examination 
and the simple registration system. 


Be? Deferred Examination 


One alternate system for processing patent application 158: "that 
developed only recently, originating in Holland under the pressure 
of the mounting numbers of patent applications being filed. De- 
ferred examination of patents was first introduced by the Dutch in 
1963 in order to overcome the excessive number of outstanding applica- 
tions*. At that time, the average period between application and 
grant of a patent in Holland was in excess of four years. The 
uncertainty inherent in this extended period was deleterious to the 
interests of some of the applicants and to local industry. 


The system of deferred examination was adopted in recognition of 


the fact that not all applicants were interested in obtaining patents, 
at least not immediately. Many applications, 1t was presumed, were 
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mercer, Ledas op cit p 368 
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of their invention, or who filed more for the purpose of ‘occupying 
ground' to prevent others from getting patents rather than with the! 
object of obtaining exclusive privileges for their own benefit. 


| 
filed by persons who were speculating on the future commercial valu 


Under deferred examination, an application is not examined unless | 
the applicant requests it. This deviates from the usual procedure | 
by which applications are dealt with in the order in which they are 
received. Thus, persons anxious to have their application examined) 
quickly would be able to get earlier attention under a deferred 
examination system. Also persons who, after a number of years have 
passed, conclude that their application is really of little value, 
are given the opportunity to withdraw from the application procedur) 
without having incurred major cost. 


The results in Holland have been impressive. In 1972, after having} 
experienced eight years under the deferred examination system, over! 
40% of all page erat were being abandoned after a maximum penden) 
of seven years.* There had been some increase in the number of 
applications and this may, in part, be attributable to the lower Go 
of filing under the deferred examination system. But, nevertheless 
from an economic viewpoint, a great deal of unnecessary time and 
energy in the examination of valueless applications is being saved.) 


Germany introduced a deferred examination system in 1968 and Japan. 
1971. Statistics from Japan analyzing the rate of requests for 
examination, made by selected companies,are set out in Table 10. 


Since early publication necessarily is associated with deferred 
examination (it would be undesirable to defer publication for seven) 
years as the patent system is supposed to encourage early disclosur| 
of the advances being made in new technology) some provision for | 
interim protection following publication is necessary. The tendene 
appears to be to grant to the patentee a right of compensation for 
use of the invention in the period following publication and on the) 
condition that the patentee reguests examination and obtains a 
patent thereon. 
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| 
The net combination of deferred examination, early publication and | 
interim protection is that members of the public are subject to @ | 
system similar in some respects to a registration system. The j. 
distinction between the deferred examination system and a registra-_ 
tion system is that under deferred examination the initial validity | 
of the patent is reviewed by a patent office, with or without ae 
participation of the potential infringer. Under a registration Syeu 
the first test of validity of a patent takes place before a cCOourgaay 
Under deferred examination, if the patent office does grant the . 
patent, then the infringer still nas recourse to the courts to | 
invalidate the patent. | 


Deferred examination can serve as a deSirable procedure both from th 
viewpoint of government administration of the patent system and from 
the viewpoint of patent applicants and industry as well. Once prGam@ 
visions have been incorporated into the law for early publication to. 
patent disclosures and for a right to compensation for use prior to 
grant, there is no real justification for examining for novelty 
applications which are not considered to be of immediate relevance. 
Where, however, either the applicant, a member of the public or the | 
Patent Office itself becomes interested in determining whether an 
application is likely to support grant of a valid patent, examinatio) 
can then proceed on request with provision for participation and con) 
tributions from interested parties. Under deferred examination, | 
patentees may also have a better understanding of the value of their 
invention and may therefore be better able to defend their right to | 
a patent. Industry has an opportunity to oppose grant of a patenuam 
prior to any presumption of validity arising. If for no other reaper 
than that, by relieving the Patent Office of some of the burden of i 
workload, and examination Of the more relevant applications may proce’ 
more quickly, deferred examination is likely to be of benefit to 

all persons affected by the patent system. 


Objections are sometimes raised against deferred examination on two | 
grounds. The first is that it contributes toa proliferatlomees | 
prior art documents that must be incorporated into the search proces 
The second is that uncertainty arises with respect to unexamined 
pending applications. 


( 
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While patent literature is accumulating at an increasing rate around 
the world, as long as a patent must be tested for validity on the | 
basis of prior art, this problem seems inevitable. The objection 

against the proliferation of documents is based on the administrataw 
burden of carrying out searches. The search problem is, however, | 
much larger than the issues relating to deferred examination. It : 
will exist in any event. Further, while not lessening the scope of | 


search, deferred examination can limit the number of searches 
required. 


{ 
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he second objection, based upon uncertainty, is an element present 
in any fact-finding system. There is a delay inherent in any legal 
evaluative process. The patent system as it presently exists, 
jhowever, is unique in that it insists on an initial legal evaluation 
lbefore any need to determine the issue arises. Under deferred 
‘examination, either the applicant or any interested member of the 
public can precipitate examination once interest in using the 
invention develops. 


A further objection which might be raised to the deferred examin- 
ation system is that by pressing an applicant with automatic examin- 
ation, applications may be abandoned. Some of these abandoned appli- 
cations may, in fact, be of commercial value. Persons may already 
‘secretly be infringing them. Alternately, the commercial potential 
of the invention might only become apparent after some further years. 
Under deferred examination, an applicant will be less likely to 
‘abandon prematurely the possibility of obtaining a patent for those 
inventions which may turn out to be commercially important. It is 
/obviously in the interest of some nonpatenting industrial users to 
/encourage a system which makes applicants'guess in the dark' and 
elect in a certain percentage of cases to abandon their rights. 


‘With the fixed and relatively shortened term available to patentees 
under the proposed law, the possibility that deferred examination 
will extend the option of an applicant to obtaining a patent should 
‘be balanced against the benefits of improved examination and admin- 
istration that deferred examinations imports. 


13.3 Patents of Confirmation 


lhe further alternate system for granting patents which relies neither 
on direct examination nor on simple registration is that in use in many 
of the overseas territories administered by Great Britain in the early 
part of the 20th century. Any person holding a British patent could 
Weave it registered or sealed with the local patent office and thereby 
“obtain patent rights in that Local. jurisdietions»(Thigusystem jis 

Meeril in force in such countries as Ghana, Kenya, Malaysia, Singapore, 
|Tanzania, Tobago, Trinidad and Uganda.* 


A similar type of patent granting system is maintained by some 

'of the Latin American countries in which a local patent is granted 
by 'confirming' a foreign patent. These types of patents are gener- 
| ally called 'patents of importation' or ‘patents of confirmation’. 
For the purposes of discussion, all patents of this type will be 

' referred to as 'patents of confirmation’. 
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m cf Ladas op cit p 374. 
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This system of accepting, as a basis for grant of a local patent, a 
patent which has been granted in a foreign country, enjoys the adie 
tages of the benefits of search and examination by that foreign 
country, without the expense of unnecessarily duplicating these | 
procedures. Since the goal of absolute certainty cannot be obtaine 
under any examination system operated in the world today, the con- | 
firmation method of patent grant at least avoids the likelihood of | 
the most feared abuse of a registration system, -- a non bona fide - 
reckless claim to patent rights. 


| 
| 
3.4 Australian System 


A system similar in part to the granting of patents of confirmation 
has recently been adopted in Australia.* 


Faced with an increasing backlog of unexamined patent applications, 
the Australian government introduced two major procedural modifica- 
tions into the Australian patent law in 1969. Effective January l1,/ 
1970, applicants could request deferral of examination for a perie@ 
of five years. As an alternative, an applicant could request 'mod- 
ified examination'. The Australian system of modified examination | 
deserves special consideration, since it may be particularly suitab: 
to Canada's situation. | 
Under the Australian system requests for modified examination may © 
only be made where a patent has been granted in a prescribed countr) 
for a convention application. Modified examination is not availabl 
for convention applications originating in Australia. At present 
the United States and the United Kingdom are the only countries 
prescribed under these provisions. 

Upon electing for modified examination, the Australian specificatio: 
must be brought into conformity with the granted foreign patent, no! 
only as to disclosure, but also in the form and wording of the cla 
In doing so, an applicant may end up with narrower claims than he 
might otherwise have been able to obtain by submitting to a full 
examination under the standards of Australian Law. 


The application is still subject to examination, but the scope of | 
search established by regulations is limited. Regulations have, to! 
date, empowered examiners to disregard prior applications and 
publications which arose more than three years earlier than the 
pending application's priority date.** This three-year period allo| 
the Australian examiner to search for copending,conflicting applica 
tions with an earlier priority date and for technical references wh 
may not have become published in time to come to the attention of | 
the foreign examining authority. | 


| 


| 


Australian Patent Act (1969), s 14, introducing ss 52A-E 


** Regulation 19B under the Australian Patent Act. 
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The Australian modified examination system may appear on first view 

to be an extension of rule 39 of the present Canadian patent act. 

Rule 39 allows Examiners to require applicants to disclose prior art 
cited during examination of corresponding applications before foreign 
patent offices. However, examiners are still responsible to review 

all relevant prior art and apply such art against pending applications. 
This is a more complex and time-consuming procedure than that con- 
templated under the Australian system. 


In the June 11, 1974 issue of the Canadian Patent Office Record, 
interested members of the Canadian public were invited to submit 
comments on a series of proposals respecting examination of Canadian 
patent applications. The third of these proposals was that the 
Patent Office should accept the results arising from examination 

of designated corresponding foreign applications as sufficient for 
Canadian purposes. The response received to these proposals is 
summarized in the report included as appendix G to this working 
paper. 


3.5 Examination-- Conclusion: Provisions of the Proposed Law 


Of the various types of systems reviewed above, some form of exa- 
mination is clearly desirable. A pure registration system is un- 
desirable since uncertainty as to validity defeats the very purpose 
of granting patents. Such patents are not likely to serve as an 
effective incentive for entrepreneurs to invest in the commercial 
exploitation of new technology. 


The introduction of deferred examination would clearly improve the 
present examination system. The present system is expensive and 
results in redundant effort by Canadian Patent Office examiners, 
either on account of the fact that applications being examined 

May never be of interest to the patentees if granted patents, or 
because corresponding applications had already been previously 
examined and amended in foreign examination jurisdictions. A 
Sample survey in the Canadian Patent Office in 1974 showed that 
38% of applications pending in Canada are amended to conform with 
US or other foreign-allowed applications. Provisions for adoption 


of deferred examination have accordingly been incorporated into the 


proposed law. 


Provision has also been made for the possibility that Canada may 
Sometime in the future be able to dispense with examination for a 
large portion of applications of foreign origin, and rely instead 
on examination results in selected foreign jurisdictions. 


The structure of the proposed law in respect to patentability is 
largely parallel to the provisions of the European Patent Treaty 

(EPT). Thus EPT applications, when examined, will be subjected to 

the same standards as would be applied under the proposed law. Once 
the EPT is in full force and has proven that it is working successfully 
a reevaluation of the need for duplicative examination of such 
applications in Canada can be made. 
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It is with the background discussion in mind that the actual pro- 
visions proposed for governing the examination process should be 
read. 


3.6 Examination of Applications -- s 42 


Pursuant to the discussion in the preceding passages, the statutory | 
provisions respecting examination of patents under the proposed law | 
are intended to provide for maximum flexibility in the future, 
Section 42 establishes the basic principle that generally some form 
of examination should take place as a condition »precedent) toguge 
granting of patents. However, the precise nature of this examinatio) 
is left to either the jurisdiction of the Commissioner, or to )regam 
lations. Ina field as exceptionally technical as that of patenum 
it is appropriate that details of the examination procedure not bey | 
subject to rigid statutory constraints. It is not anticipated Cham 
changes will be made continuously in the examination system but 
significant changes in examination procedure should preferably be 
implemented by changes in the regulations after an appropriate 
oppertunity tor public* discussion. 


} 
| 
| 
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Section 42(4) provides statutory authority for regulations governing 
the scope of examination or for acceptance of applications on the 
basis of the results of foreign examination proceedings. Subsection) 
42(4)e gives statutory authority for provisions of the type now i 
existing under rule 39, enabling the Patent Office to request inform) 
ation possessed by the applicant pertaining to the nature and use Of| 
the invention, the state of the art and other information known to | 
the applicant. This will place the Patent Office on an equal footini 
with the applicant in the examination process. | 


Section 42(2) establishes the burden in patent application proceedin. 
Rather than resolving uncertainties in favor of applicants, paves 
rights will only be granted where the applicant's entitlement to a 
patent has been established. This is a departure from the provisioni 
of present s 42. and corresponds to s 191,of the US (Bibl S—250—8 


! 
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Section 42(5) gives statutory authority for refusing applications 


where applicants fail to comply with regulations governing the 
examination procedures. 


4. Intervention tO Oppose Grant of Patents -- s 43 


This section contains an enlarged version of the present procedure 
Carried out when persons protest against the issuance of a patent 
during prosecution. Notwithstanding that Canadian patent application 
are at present unpublished, protests are sometimes received and, 
pursuant to rule 15 and the Manual of Patent Office Practice, them 
receipt is acknowledged and they are applied against applications 
relevant. Section 43 of the proposed law gives a statutory right to 
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any interested person to participate directly in the examination 
process. This will assist the Patent Office in its analysis of 
applications. Section 43 codifies the informal procedure now in 
effect, and corresponds to EPT article 115. 


| 

Section 43(2) contemplates that the procedure shall take place on 

the basis of written submissions. The intention is to avoid formal 

Spposition hearings, discovery proceedings and other procedures which 

contribute to prolonging the examination process and adding unduly 

to its cost. Generally it is anticipated that protests under s 43 

will be limited to the submission of published references of prior 

art. Nevertheless, issues as to prior use may arise. Section 43(3) 

recognizes this possibility, reserving the procedure to be followed 
Pe be governed by regulations. The Commissioner has been named to 
Parry this fact-finding exercise to avoid the delay of a reference 

co ene Federal Court. at this stage. Any intervener . who is dissatis- 

fied with a Commissioner's fact-finding decision will be entitled 

to relitigate the issue before the federal courts by way of impeach- 

ment proceedings, pursuant to chapter 7 of the proposed law. 


A order to encourage intervention by members of the public, s 43(4) 
ensures interveners a right of anonymity. Under s 43(2) applicants 
are entitled to review and respond to objections raised by interveners. 
The extent to which this exchange will continue is thereafter subject 
me the discretion of the Commissioner pursuant s 43(5). Section 43(6) 
ds intended to prevent unilateral representations by one party to 
which the other party will have no opportunity to respond. 

There is presently no requirement that reasons for allowance be 
prepared when a patent application is allowed. Section 43(7) will 
enable an intervener to obtain a reasoned evaluation of his sub- 
missions and of the basis upon which the patent application is 
allowed. This provision is intended to make the intervention pro- 
ceeding attractive by providing the public with a studied third 
Pty Opinion as to the validity of patents at an early stage. 

if 

Under s 43(7) the Commissioner is only required to supply written 
reasons on request. This follows the procedures established under 
the Oitarao Statutory Powers Procedures Act, SO, 1971 ¢c 47 s 17. 

| 

As a further feature to encourage participation in the intervention 
procedure, s 43(8) gives applicants a privileged position in any of 
subsequent revocation actions. A deadline for the commencement of 
such actions is prescribed, combined with suspension of the usual 
presumption of validity of s 43(9), to give interveners a right 
Similar to an appeal. Subsequent provisions preserving the possi- 
bility for an intervener to acquire intervening rights has also 
been included to encourage public participation in the intervention 
process (Ss. SL (2) 5 


| 
5. Allowance and Refusal of Applications -- s 44 


Meets ons 44(1) - (4) establish the procedure by which a patent is 
granted after allowance. The purpose of the notification procedure 
lis to give applicants one last chance to make final amendments to 
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their patent specifications and claims prior to grant. Section 
44(5) gives the statutory authority for refusal of an application, — 


6. Review of the Refusal of an Application -- s 45 


Section 45(1) will permit the Commissioner to establish a procedure 
similar to that presently operating within the Patent Office using 
officials from the examination staff to constitute an advisory 

board. The procedure followed reserves to the Commissioner the 
final decision whether an application should be refused. Section 
45(1) goes beyond the present practice, however, by admitting 

participation by persons from outside of the Patent Office as part | 
of the advisory board if such assistance should prove desirable. 


Under s 45(3) the burden established under s 42(2) is applied aqaame 
the applicant. The Commissioner is required to reject an applicatic 
unless "satisfied that the applicant is entitled to a patent". | 
Provision is given for the Commissioner to direct reconsideration by 
the board if he wishes them to consider a variation on their initial 
eit Bs als pe 

Again, with respect to s 43(7) the Commissioner is required to prodi: 
written reasons for a refusal if requested. A right of appeal is 
established under s 45(5). An applicant is granted an express right 
of appeal under this last provision rather than the review procedure) 
available under the Federal Court Act, to ensure that he has a full) 
Opportunity to finally establish his rights eS a patent under the ac. 


Section 28 of the Federal Court Act would give applicants, in the | 
absence of an express right of appeal, the right to have the decisi¢ 
of the Commissioner reviewed on the grounds that, acting as a “Tt 
he: 


"(a) failed to observe a principle of natural justice or 
otherwise acted beyond or refused to exercise (his) | 
jurisdiction; 

(b) made an error in law making (his) decision or 
order, whether or not the error appears on the face of 
the record; or : 

(c) made (his) decision or order on a erronious finding 
of fact that (he) made in a peverse or capricious manner 
or without regard to the material before (him)." 


| 
| 
While almost amounting to an appeal, the review under s 28 does " t| 
permit the court to apply its own conclusion on issues of fact. In’ 
this respect, the recommended appeal procedure is broader. } 

4 
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Section 45(6) gives the Commissioner statutory authority to follow - 
an applicant in his appeal in order to obtain a collateral ruling 
from the court on questions of law which might not otherwise be | 
Clarified. At present, appeals to the Federal Court are confined r 
the issue of whether or not an applicant is entitled to a patent. 
Section 45(6) will enable the Commissioner to take advantage of cou 
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»roceedings to obtain definitive rulings on related issues of concern 
co the Patent Office where such matters would otherwise not be 
considered. 


7 Validity,.of Patents --:s.46 


[This section establishes the presumption that every patent, once 
issued, is valid until revoked. This presumption of validity only 
1as meaning when completed by the standard of burden of proof neces- 
sary to revoke the patent. These are discussed subsequently (ss 74 
and 75). In order for the patent to have value as an economic 
instrument in the hands of an entrepreneur, it must be given some 
legree of status respecting validity. As a test, one might hypothe- 
size an attempt to use the patent as collateral or security for a 
loan. Its value under such circumstances is proportional not only 
to the worth of the invention, but also to the prospects that the 
patent may or may not, in the future, be subject to revocation. 
section 46 is the first part of several provisions designed to 
improve the presumption of validity associated with a patent. 


3 Review of Patentability After-Grant .-— s.4/ 


This section is a new proposal for Canadian patent law. The inten- 
tion is to provide the public with a forum for a nonbinding arbitra- 
tion ruling on the validity of patents after grant. It applies only 
with respect to newly discovered art. In licensing negotiations or 
in settlement negotiations respecting infringement,such art is likely 
to turn up as a result of extensive searches arising from such pro- 
ceedings. Once such art is found, the patent is equivalent to an 
JInexamined application. Uncertainty as to its validity may have 
perious effect on negotiations of the type described. 


By using the expertise of the Patent Office to interpret the relevance 
of any newly discovered prior art, a patentee and a potential licensee- 
infringer will be able to obtain an independent opinion on the 

validity of the patent. They will be able to do so without resorting 
to either lawyers or the courts. The nonbinding opinion of the 

mecent Office, coming from the neutral third party, can therefore 

serve as a basis for voluntary settlement avoiding formal legal 
proceedings. 


A similar arrangement has existed with respect to the Tax Appeal 

mpard under the Income Tax Act (RSC 1970 c I-5 s 66). An initial 
Qearing may be held either before the board or before the Federal 
Court. If the board's opinion is not considered acceptable, then 
the matter is reheard before the Federal Court as a trial de novo. 


The UK Patents Act contains a provision for the comptroller to hold 
full-scale infringement proceedings when all parties consent (s 67). 


Whis provision has been little used -- 73 cases in ten years -- and 
the Banks committee recommended that the section be repealed (para 
268, p 76). Section 47 differs from the UK provisions in that the 
Commissioner does not rule on infringement. Rather, he only advises 
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on validity. Further, such adyice may be obtained upon the applica- 
tion of any interested party, whether or not the other parties invol 


ed consent. 


Section 47(2) is intended to encourage use of the intervention pro-| 
cedure available under s 43. It is preferable for the Patent Office 
to be advised at the earliest possible date of relevant prior art in 
order that it be able to carry out the best possible examination. | 


The procedures under ss 47(3)-(6) are similar to those described with 
respect to s 43. The decision of the Commissioner under s 47(7) is} 
in the form of an opinion and does not affect the legal validity OF} 
a patent. In some respect, this opinion may carry the same weight | 
as the comments of examiners under the new French Patent Law adoptec 
in’ 2969 (supra p 229) .*1t as"ftor this*purpose*thar si47is) stipulate 
that the Commissioner's opinion shall form part of the public record 
in the Patent Office. 


Section 47(9) and (10) are intended to prevent a patentee from movir 
to amend his application when informed of a defect in his patent dh} 
the course of negotiations with a licensee or infringer. While patg@ 
ees will have the right under the proposed law to correct deficiency? 
in their patents (supra p 221),this right will not be allowedete | 
prejudice persons who may be considering challenging the patent and) 
have taken steps under the procedures of s 47. Subsections 47(9) 
and (10) give such applicants special status to commence revocatdi@ay 
proceedings on the basis of the unamended patent. They will then | 
be entitled to the special consideration and privileges available 
under subsequent provisions if the patentee requests an amendment 
(s\'76)% 


Section 47(11) allows the provisions of s 47 to be suspended or re-' 
instated by ordér in council.  Since’s 47 is in the nature ores 

service to the public, subsection 47(11) will allow suspension of 
that service where, for administrative convenience or other reasons 
such a step is considered desirable. 
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(CHAPTER 5 - QUALIFICATIONS ON PATENT RIGHTS 


This chapter deals with limitations on the rights of a patentee 
which arise by reason of events beyond the patentee's control 
and are not inherent in the nature of an invention or the 
patent grant. 


Hy Intervening Rights -- ss 50-52 


Section 50 establishes a privilege of continuing use for persons 
who independently commence to apply an invention. Similar rights 
are found in the patent laws of many countries around the world 
mma are reflected in CMC art 34. The Canadian law contains in 
present s 58 a provision of a similar nature which, however, has 
features not found in other laws. 


j1.1 Present Section 58 


Section 58 provides that any person who has acquired any inven- 
jtion prior to the grant of a patent is entitled to continue to 
use and dispose of the specific article so acquired notwithstand- 
ing the subsequent grant of the patent. Recent decisions have 
suggested that this section extends to permit continued use of 


la process after a patent has issued.* 


Provisions to the effect of present s 58 have been part of 
Canadian law since before confederation (cf 1849 Statues of 
the Province of Canada c 24, s 12). Commentators have sugges- 
ted that this provision was derived from the US act of 1839.** 
But the Canadian and US provisions diverged, commencing with 
the first Canadian patent statute, passed in 1869. (Statutes 
@e Canada c ll, s 48). In that statute, the Canadian provision 
was enlarged to protect a person who had acquired any art, 
machine, manufacture or composition prior to the grant of a 
patent. Previously, this privilege expired upon filing an 
application. 


‘In 1870 the US provision, continuing its reference to the 
application date, incorporated a further proviso. Thereafter 
under US law only acquisition with the knowledge and consent 
of the inventor was privileged. This type of condition has 
never been part of Canadian law. 


4 Libbey-Owens-Ford Glass Co. v Ford Motor Co. of Canada 
| hem me ooy. L Ex tCR 529 7" 5(01970) SCR 8337 Peterson 
mvectronie "Die Co. Inc. vw Plastiseal. Enc,’ March 29 
CLO74 )e 24 CPR (2d) 48. 


hea cf James Fogo - "The Imperfect Monopoly" (1962) 38 
; CPR 1L47.. 
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A theory for maintenance of the privilege afforded by present 
s 58 was reviewed by James Fogo in the above-mentioned article 


as tollows (p .149))3% 


"The right to use any article, process or composition 
of matter is a natural right in all persons independent 
of patent protection. The.State, by legislation, gives 
to the patentee an added right in exchange for teaching 
the nation - an exclusive right - the right to exclude 
others from manufacture, sale and use of the invention. 
The words "exclusive" and "exclude" stem from the Latin 
"“excludere” - to lock out. . But you can tock, out only 
those who are not already inside when the fence is 
erected. Thus those already practising the invention at 
the critical date are not excluded." 


This argument received judicial acknowledgement in the Libbey- 
Owens-Ford decision which rules that present s 58 extends to 
protect persons who acquire a process invention prior to the 
Grant Of wa, patent. 


The extension of present s 58 to include process inventions, 
coupled with the fact that privileged use of an invention 

can be established at any time up until grant of a patent, 
makes continuation of this provision in its present form 

under the proposed law inappropriate. This is particularly 

so because the Canadian section is not qualified to prevent 
persons from adopting an invention based on knowledge acquired 
or originating from the patentee. Nevertheless, the proposed 
law continues part of the policy inherent in the present 
provisions. 


Ee 2 Proposed Law (== .5..90 


The policy pursued in the proposed law is that persons who 
proceed independently to invest in the exploitation of an 
invention before they have any means of knowing that they 
may infringe another's rights should not be prejudiced by 
the fact that a patent is subsequently granted to another 
person. Section 50 of the proposed law allows that any 
person who, before publication or public use of an invention 
takes steps to work the invention in Canada, will acquire 
by way of an intervening right the privilege of continuing 
to exploit the invention, notwithstanding the subsequent 
grant of a patent to someone else. 


= Based on an earlier article by G. Benjamin, "The Right 
of Prior User™ 26Pus 329% 
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Intervening rights as established under s 50 will protect 
persons who invest in the exploitation of new technology. 
In answer to the objection that such rights will reduce the 
value of some patents, intervening rights will only arise in 


cases where innovation is proceeding without reliance on any 


‘contribution of the patentee. Since innovation is a major 


lobject of the proposed law (s 3(1)c),a limitation of the 
\benefits conferred on patentees in such cases is justified. 
This same policy was applied in respect of prior secret 
'commercial use by an applicant (s 15). 


‘This exception to the exclusivity of a patentee's rights will 
arise only in very narrow circumstances. Under s 50(1), only 
persons who commence to work the invention in Canada by 
manufacturing are protected, rather than persons who are 
importing goods into Canada. Further, only steps taken in 
Canada are recognized. Thus the section limits the exception 
created to cases where an investment would otherwise be pre- 
judiced by the imposition of patent restraints. Persons who 
/commence to manufacture abroad do not, of necessity, require 
access to the Canadian market to the extent that persons 
manufacturing in Canada do. The rationale applied here is 
|Similar to the policy of establishing only such rights for 
feeeents as are economically effective, a policy developed 
-above with respect to s 24(1) e-g. 


On the same basis,the intervening right established under s 50 
(2)a does not recognize a privilege to import. The acquisition 
'of rights is further limited by s 50(4) to ensure that only 
those persons who innocently acquire the invention will be 

| protected. 


|\Section 50(3) deals with the difficult problem of the scope of 
.the intervening right. Rather than attempt to limit the inter- 
/vening right to continuing use at a fixed level or in a limited 
‘Manner, s 50(3) makes the right, once acquired, as broad as the 
“scope of the patent. This is consistent with earlier provisions 
limiting each patent to apply to a single general inventive 
'concept (s 39B (1)). 


The adoption in s 50(1) of publication as the determining event 
for terminating the prospect of establishing intervening rights 
Was proposed by the Ilsley Commission (part XI s 4 p 106) and is 
consistent with the general encouragement of early disclosure of 
“new inventions. This is a major object of the proposed law 

(s 3(1)e). Under s 40, applicants have the option of requesting 
/immediate publication of their disclosures, without waiting for 
the prescribed period for automatic disclosure to pass. It will 
therefore be within the power of each patent applicant to determine 
the date which will foreclose the subsequent acquisition of 
‘intervening rights by others. 


t 


} 
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To prevent the acquisition of intervening rights in Canada a 
patent applicant wills have thevalternative of disclosing the 
invention outside the patent system in a manner which makes it 
available as public knowledge either by publication (under 

s 50(1)b) sor iby commercial use jineCanadal(s 50.¢b) a)” phas sis 
consistent with the effect of present s 58 whereby the grant 
of a patent, accompanied by publication, terminates the 


opportunity to acquire a privileged status. Section 50(1)b permimgg 


regulations to designate special publications which may be 
used by patentees, such as publication by the International 
Buréau. under = PCT (article 21) tor pubbrcatroneby Bene Us poreEe.s 
patent lonigices:, 


The effect of)8°50 willbe,  to»ensure, that. Canadilangindus tury 
will be able to confidently proceed with decisions to adopt 
new technology as long as there has not been previous dis- 
closure. Once a disclosure of new technology has been made 
by others, however, industry will then have been put on 
notice as tothe, possibility ofPsiuture spatentvrestrainus. 
Put alternately7 "publication or #commercial usesunderasss UG!) 
will foreclose any arguments that an invention has been 
acquired innocently, independently of the patentee. 


1.3 ~Relevance of the Paris .convention 


Some may question whether the proposed law complies with the 
requirements of article 4B of the Paris convention. That 
articler provides, janter abia: 


4B “oe.the subsequent filingfintany ofthe lOthersecountries 
of. the Union before the expiration... (the convention 
year) shall not be invalidated through any acts accomp-= 
lished in the interval as, for instance, by another 
filing, by publication or exploitation#o&, thesinVventsony 

and these acts cannot Give LiIseyto any erighe sompeline 

parties, or of any personal possession. Rights acquired 
by third parties before the date of the first application 
which serves as the, basis’ fonwthe right of }preeritytare 
reserved under the domestic legislation of each country 
OF thevUnion.” 


Read strictly, the statement that "these acts’ (including) explores 
ation of the: invention) cannot..g1ve-sise .bosany. Signerorutiind 
parties” would),.appear, to,applysagaimsiespropesedma s5 Us 


One of the benefits of establishing, a priority perilodsundes 
the convention was to ensure that applicants could permit 

publication of their ideas without jeopardizing their right 
to obtain patents,in member, countries . This wassGonsastent: 
with a policy of encouraging early disclosure of inventions. 
The introduction of the above-quoted words into the Paris 

Convention at the London revision of 1934 wentefurther, anot 
only reserving the rights of foréigners to obtain access to 
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national patent systems through reliance on convention filings, 
but also stipulating the nature of the right to be granted 
nationally. Article 4B, as amended in 1934, has the effect of 
ensuring that applicants who take full advantage of the delay 
inherent in the convention year are not prejudiced. It 
operates in the interests of patentees to preserve the purity 
of the monopoly right granted to patentees. 


Beeamcorporated “into the law in its,strictest sensé, article 
4B would enable applicants relying on convention priority to 
eonceal their latent right to restrict use of new inventions 
for up to one year. This would operate to the disadvantage 
of industrialists in Canada who, innocent of steps taken 
abroad, proceed to invest in the adoption and exploitation of 
new technology. 


Balancing the purity of the patentee's monopoly right on the 
other hand against the complaint of the Canadian industrialist, 


mig Can to find outedst Dam free to -usenew 
technology?", 


the proposed law adopts publication as the determining event 
mor foreclosing the establishment of rights by third parties. 


The adoption of publication as the determining event under s 50 
is consistent with the national treatment principle of art 2 of 


the Paris Convention. Applications of Canadian origin are subject 


to the same constraints as those of foreigners. 


The need to provide relief from the apparent restrictions of 
article 4B has been recognized in other countries. The Nordic 
countries (Denmark, Finland, Norway, and Sweden) have all 
adopted common laws which include the following provision: 


"(1) Anyone who, at the time when a patent application 
was made available to the public, in this country 
made commercial use of the invention for which a 
patenG is applied for, may, if the application results 
in a patent, obtain a compulsory iicence for the 
exploitation, if very special reasons speak in its 
favour and if he had no knowledge of the application 
and had not reasonably been able to acquire such 
knowledge. Under corresponding conditions, anyone, 
who has made substantial preparations for commercial 
exploitation of the/invention in this’ country, is 
Similarly entitled. 


"(2) Such a compulsory licence may cover the period before 
the, grant of the patent’.."* 


In granting a full intervening right rather than a compulsory 
licence, as established under Nordic law, the proposed law 
Maintains the policy of present s 58. Independent users will 
have a clear right to continue with what they have acquired, 
Prior to public disclosure, without any obligation to pay 


‘a The Danish Patents Act, 1967, s 48. 
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compensation or royalties. 


An alternative to proposed s 50 could be considered. Allowing 
patent rights to be applied against innocent users who have 
independently acquired knowledge of a subsequently patented 
invention would be inequitable and economically inefficient. 
In order to protect such users, the criteria for patentability 
could be amended to bar any application where independent use 
of the invention occurs prior to publication of a disclosure 
of the invention. Such a provision would emphasize the 


importance of early publication of inventions. It would parallel 


the criterion of requiring inventions to entail an inventive 
step, thus preventing patents from being granted for indust- 
rial activities which were incipient on an application's 
filing date and therefore likely to occur in any event. 


There is nothing in the Paris Convention which would prevent 
adoption of such a standard for patentability. Professor 
Bodenhausen as Director of BIRPI stated in his "Guide to 

the Paris Convention" (p 15): 


"oe Lt Should be. noted: .. thats... thes ecope- (os 
the rules of the convention) is limited and they 
leave considerable freedom to member states to 
legislate on questions of industrial property 
according to their interests or preferences." 


"In the field of patents, for example, the con- 
vention leaves the member states entirely free 
to establish the criteria for patentability..." 


Section 50 of the proposed law is a compromise between this 
alternate proposal and the strictures of art 4B of the Paris 
Convention. 


1.4 Intervening Rights Arising Through Amendment ~-- 5s 5] 


This section extends the circumstances under which intervening 
rights may arise. 


Section 51(1) applies in the case in which a patent applicant 
amends to broaden the scope of his claims after publication, 
a right which will make the scope of monopoly being sought 


uncertain. However, s 51(1) will enable members of the public, 


who rely on the fact that certain activities are outside the 
scope of the published claims before a broadening amendment, 
to proceed with investing in such activities without fear 


that they will subsequently infringe the patent. Only persons, 


however, who rely on the published claim by taking steps to 
work the invention in Canada will be so protected. 


Section S1(2) is included in order to encourage participation 
in the opposition process. Under s 51(1) steps must be taken 
to actually implement the invention in order to establish the 
intervening right. A person who files an opposition under 
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s 43 without taking steps to commence working the invention 
would make himself vulnerable to broadening of the claims. 
Section 51(2) reserves the option of obtaining intervening 
rights with respect to broadened claims, to persons who 
oppose, until the opposition process has terminated. 


Section 51(3) compliments the provisions of s 26 which permits 
a patentee to retain his rights notwithstanding default in the 
payment of maintenance fees or the provision of information 
returns. The moment a patentee is in default, s 51(3) ensures 
that any person relying on this fact will not be prejudiced by 
reinstatement of the patentee's rights under s 26(5). A 
provision similar in nature is found in the US bill S-2504, 
mot52. 


ie> Transfer of Intervening Rights -- s 52 


This section limits the extent to which intervening rights may 
be transferred. The intention is to prevent trafficing in 

such rights by way of licensing. Instead, such rights may 

only be transferred in association with the business in respect 
to which they arose. This is similar in principle to the 
policy of the common law that a trademark may only be trans- 
ferred in connection with the goodwill of a business, or the 

US concept of a 'shop right" that accrues to employers in the 
case of employee inventions. 


Section 52(3) leaves to regulations the formalities required to 
effect a transfer of intervening rights. Since intervening 
rights might not be considered as an interest in or under a 
patent which would have to be registered pursuant to s 8l, 

s 52(3) affirms the obligation to register transactions 


respecting such rights. 


1.6 Compulsory Licence for Nonworking -- s 53 


This section entitles members of the public to obtain a com- 
pulsory licence to work an invention in Canada where, after the 
seventh year from priority, the patentee has failed to establish 
such working himself. The relationship of this provision to 

the Paris Convention, art 5 has been discussed previously 

with respect to ss 26 and 27. The policy of making such 
licences available is reflected in the present law, s 67(2)a. 


Section 53(1) follows present s 67(1) in requiring patentees 
to disclose whether they are working an invention in Canada. 
Subsection 53(1)b enlarges on the present provisions by 
requiring the patentee to stipulate the facts believed to 
constitute working of the invention. This will permit 
interested persons to evaluate the bona fides of a patentee's 
claim that his invention is being worked in Canada. 


The grant of a licence under s 53(2) is obligatory unless the 
patentee takes the steps set out in ss S2i(2)a and b. Subsection 
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{ 
53(2)b (ii) gives the patentee an opportunity to raise as a 
legitimate reason for not granting such a licence the argument | 
that there is a reasonable prospect that the invention will be 
worked in Canada. Article 5A(4) of the Paris Convention stipulates 
that an application for a compulsory licence shall be refused if the, 
patentee can justify his failure to work locally... Subsection 53(2)b! 
(ii) will enable patentees to raise arguments on this point as long | 
as such arguments conclude by suggesting that there is a 
reasonable prospect that the invention will be worked in Canada. 


The further ss 53(3) - (7) detail the procedure to be followed 
by the Patent Authority in disposing of the application and re- | 
presentations by the patentee. The application for compulsory | 
licence will be rejected if local working or the prospect of | 
local working is held to have been established by the Authority 
(s 53(6)),,otherwisé, the licence is granted (s 53(7)). Where an | 
application for compulsory licence is rejected on the grounds / 
that there is a reasonable prospect that the invention will be 
worked in Canada by the end of the ninth year, applicants may 
reapply. under. s.53(2) sfor-a licence si f ,sdue ‘fo falvlurebyeciue | 
patentee to take further steps, the prospect of local working | 
being established ceases to exist. New proceedings may then be | 
held and a reevaluation of the prospect for local working made. 


Where at the end of the ninth year the patentee has failed to 
establish local working, notwithstanding his previous repre- 
sentations that there is a reasonable prospect that the invention 
will be worked in Canada, the patent, by reason of the provisions 
of s 26 and 27 will terminate. A patentee objecting at this 
stage that his patent rights have been terminated contrary to 
article 5A of the Paris Convention, without a grant of a | 
compulsory licence having been extant for two years, can be 
rejected on the basis that the patentee's own representations ! 
PEEVented "orant (of suchwa la cence: 


Section 53(8)a enlarges the definition of 'patentee' to permit | 
licensees to resist an application for further licences. "Work 
on a commercial scale" is separately defined under s 53(8)b on } 
the possibility that the regulations prescribed under this sub- 
section may differ from regulations prescribed in other part of 
the proposed law respecting this definition. 


In order to protect patentees from a change by regulation in the | 
Standard of working which they had not anticipated, s 53(9) ensures | 
a three-year grace period in which to adjust to any) variationsiin | 
the defination of “work on a commercial scale", 


2 Licences for Complementary Inventions -- s 54 | 
Sale bik tisl) See ai aa | 


Section 54 implements the proposal of the Economic Council (p 92) 
that licences should be available as of right to exploit comple- 
mentary technology. The Economic Council indicated that it 
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approved of the proposals of the Ilsley Commission to make a 
licence available where "the working or efficient working in 
Canada of any other invention which makes a substantial contri- 
bution to the art is prevented or hindered" (part VIII, s 2(2)f 
4i)). The Economic Council further suggested that this licen- 
sing provision should be restricted to prevent licences based 
on "patents that are marginal additions to a presently 
established art or product, and that have required a relatively 
small input of resources" (p 92). 


Section 54(1) limits the availability of licences under this 
heading to cases where a person wishes to carry out an activity 
falling both within the claims of his own patent and the claims 
of another patent. Section 54(2) entitles the owner of a patent 
Bought to be licensed to resist the application on the three 
grounds set forth. 


Subsection 54(2)a contemplates the case where the owner of the 
primary patent has established a business enterprise in Canada 
on the expectation that he would have exclusive rights over the 
commercialization of that invention. Where the granting of a 
licence under this section would prejudice the commercial 
viability of his business operation, the application may be 
refused. Subsection 54(2)b implements the intentions of the 
Economic Council, described above. This subsection will prevent 
companies from attempting to use trivial improvements over a 
primary invention as a basis for obtaining a licence under this 
section. Subsection 54(3)c is included on the same grounds. 


The effect of s 54 generally should be to support research and 
development of improvement inventions. Under the present law, 
the owner of an improvement invention may only exploit the 
improvement if the patentee of the primary invention consents. 
This limits the incentive for development of improvement 
inventions. Section 54 opens up the possibility that by making 
substantial improvement inventions, industry will have an 
opportunity to exploit the new technology they have developed. 


Section 54(4) will enable the patentee of the primary invention 


to have access to the improvement. Such a crosslicence is not, 
however, made mandatory as would be required by the proposals 
@emche Tlsley (Commission (part XII, s'2(3)a, p75). A hearing 


for grant of a crosslicence could nevertheless be held at’ the 
instigation of the primary patentee, on the basis of an 
independent application under s 54. 


Proceedings under article 54 may be commenced without waiting for 
a three-year delay following grant of a patent. Such a delay is 
not required under article 5A of the Paris Convention, since 

the licence is not based on an abuse by the patentee. Rather, 
the right to obtain a licence under s 54 arises independently 

of the activities of the patentee. Furthermore, art 5A was 
amended at the Lisbon conference to clarify the understanding 
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that had always existed, that the three-year delay from grant 
for commencement of compulsory licence proceedings was intended 
to apply only in respect of failure to work or insufficient 
working (Lisbon Conference, pp 392-425). 


3 Licences for Foods and Medicine -- s.55 


This section is based on the provisions of present s 41. The 
arbitrary requirements of present s 41(1) and (2) requiring 
patentees to frame their claims to new foods or medicine in 

a process-dependent form have been deleted. This follows the 
recommendations of the Ilsley Commission (pp 93-94). Similar 
provisions were deleted from the UK Patents act in 1949, fol- 
lowing the recommendations of the Swan Committee. 


Sections 55(1) and (2) maintain the type of licences available 
under present ss 41(3) and (4). Section 55(3) also maintains 
the criteria established by the present sections for settling 
the amount of royalty to be paid. 


Sections 55(4) and (5) replace the interim licence procedure 
established under present ss 41(5) and (6). Rather than in- 
corporating a six-month delay prior to grant. of an interim 
licence, s 55(4) makes such interim licence available immed- 
iately, if requested. 


Section. 55(5). adopts as an arbitrary .royalty“rate for )che 
interim licence the rate that has been customarily awarded 
by the Commissioner, 4% of the net selling price of the 


medicine in final package form. The patentee will have an 
Opportunity to argue for a different royalty rate in settling 
tne terms .of the final licence underts 55.037 20.ine! asicimo a 


these provisions respecting issue of interim licences 
permits deletion of the 18-month deadline set under present 
Ss 41)(E5) £LOr disposing. of any vapolLLentaon. 


Experience under s 41 has shown that patentees have generally 
been unable to establish any substantial grounds for opposing 
the grant of licences under these provisions. Since provisions 
were introduced in 1969 entitling licensees to import medicines, 
Only four applications of this type have been refused. One 

was on the grounds of the bankruptcy of the applicant and the 
other three on grounds such as technical misstatements in the 
application which could be corrected by filing new applications. 


Patentees under the proposed law will no longer be given an 
opportunity to argue grounds for not granting an interim 
licence. Instead, they will be entitled to raise such 
arguments..on the application for a,permanent..licence.. This 
change will provide motivation for patentees to.cooperate in 
the speedy disposition of applications, and assist licensees 
in clarifying their status at an early date. 


25.0 us 


Section 55(12) clarifies the basis for the royalty set under 
s 55(5), following the practice established under present 
licences. 


4 Government Use of Patented Inventions -- s 56 


This section replaces s 19 of the present act and applies the 
policies adopted by the Ilsley Commission (part IX p 99). 

The ambiguity in the present law as to whether the crown in 
the right of the provinces is bound by the Patent Act is 
clarified by the definition under s 56(l)a. Under s 56(2) 
either the Government of Canada and the government of any of 
the provinces will be entitled to use an invention for govern- 
mental purposes. 


Section 56(3) will enable contractors who are not acting as 
government agents to be protected from charges of infringement. 
This section is limited to allow such contractors to carry out 
work on behalf of the government. Section 56(4) allows the 
Government of Canada through a designated minister to extend 
this exception to agents and contractors carrying on activities 
in Canada on behalf of foreign governments. The section con- 
templates defence-production agreements, but can be extended 

by order in council to other types of activities. 


Sections 56(5) and (6) establish that a patentee has both a right 
to be informed and a right to be compensated for use of his 
invention. The right to be informed is supported by commencing 
the three-year limitation period from the date of notice under 
m36.(7 )\. 


5 Compulsory Licences in the Public Interest -- s 57 


Present s 67 establishes a number of grounds for the granting of 
compulsory licences beyond failure to work an invention in Canada. 
Section 57 maintains the grounds existing under present s 67(2)c, 
d, e and f. The wording adopted is taken generally from the 
proposals of the Ilsley Commission (part VIII, ss 2(2)e-g) and 
parallels the provisions of s 37 of the UK Patents Act of 1949. 


Section 57(1) contemplates that an application for a licence 
under this section may be filed at any time, even prior to the 
rant of sa patent. «Since s 57(2) contemplates that licences 
will be granted under this section where Canadian industry is 
"unfairly prejudiced", interested persons who may have commenced — 
use of an invention while an application is still pending will 
be able to determine their right to continue use of such 
invention under licence without having such use disrupted by 

the grant of the patent. As recognized by the Ilsley Commission 
(part VIII, s 5, pp 77-78), licensing proceedings under s 57 
need not, by reason of the Paris Convention, be delayed until 
three years after grant. As indicated earlier with respect to 


matt ae 


s 54(supra p 249) the amendments made at the Lisbon conference 
to the Paris*Convention affirm) that’ at°> was never thenincention 
that article 5A of the Paris Convention should impose a delay 
on compulsory licensing in cases involving the public interest. 
All of the grounds established under s 57(2) deal with the need, 
either of consumers'or Of Canadtan industry, to tiavesaccess. cy 
lise of inventions’ Under se5o7i4)elicences: wii note besag ranted 
unless there is a reasonable prospect that they will be 
remedial. 


Sections 57(2)b and c contemplate two types of situations. The 
first is where a patentee refused to grant a licence and the 
second where a licence has been granted with terms which are 
onerous. “Section, 57 (6), following the’ proposal oLsenew sey, 
Commission (partvVi dl, “s.°2 05) ensuresethat Iecensees wii 

not contract) out of theiririgneyto takes procecedingswunder this 
section. 


By way of guidance, -'s 5/(3) gives Some) indicationlorty the types 

of terms which should be considered as unfairly prejudicing 
Canadian licensees. Subsection 57(3)a goes partway towards 
meeting the concern of the Economic Council that Canada should 
not bear more than her fair share of the costs of the interna- 
tional patent system. It also parallels the provisions of 
article 86 of the Treaty of Rome, which prohibits the application 
to trade partners of unequal conditions in respect of 

competitive transactions. 


Subsection 57(3)b applies to the cases in which patent control 
Over an industrial invention may tend to potentially displace 
competitors from the marketplace. The concept that the interests 
of patentees should be tempered by concern for other competitors 
in the marketplace is already recognized under the present law. 
section’ 68 (a)i of the” present act) fan particular, prevides: that 
the Commissioner, in setting royalties under compulsory licences, 
shall "endeavour to secure the widest possible use of the inven- 
tion in Canada, consistent with the patentee deriving a reasonable 
advantage from his patent rights". 


subsection: 57(3)b of the proposed Yaw transfers this, cricverlon ees 
securing the widest possible use of inventions to the substantive 
provisions governing the granting of compulsory licences. The 
concept of ‘reasonable advantage' is defined in terms of recovery 
of the special costs*associiated with anventioneand annovation. 
Thus this provision only applies where the patentee has -more than 
recovered ‘the special costs of inventing and) innovation, “thereny 
assuring that the primary function of the patent’ system in fac- 
ilitating »écovery of Such costs isi not disrusteds 


The introduction of special treatment which depends on the extent 


to which a patentee has benefitted from exploitation of his ’paten« 
rights is not ‘novel." °The: UK Patents Act ‘has: for over Sixty years 
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contained provisions permitting an extension of the patent term 
where the patentee has not been adequately remunerated (UK act, 
m 23). (Similar provisions were also included in Canada's pre- 
confederation patent act of 1849). Since patentees have in the 
past proved capable of demonstrating that they have been in- 
adequately remunerated (ie unable to recover their special 
@osts), it should not prove too difficult for potential 
licensees, at least in the clear cases, to demonstrate that a 


Mmeencee has “more than recovered” his special costs. 


| ection 57(6) reflects similar provisions under s 43(7) and 45(4) 
of the proposed law. Section 57(7) enlarges the definition of 


Moatented product” for the purpose of s 57 only to give maximum 
Beope to the provision of s 57(2)a. 


@eecifically not incorporated into. the proposed law are the 
grounds available under present s 67(2)b, by which a license 

May issue where the working of an invention in Canada is being 
prevented or hindered by importation from abroad of the patented 
article. Similarly, the ground proposed by the Ilsley Commission 
of making a licence available where the demand for the patented 
article is being met to a substantial extent by importation (part 


mril, s 2(2)c) has not been included. 


In both cases, the provisions contemplated by present s 67(2)b 
and the Ilsley proposal, such provisions would tend to support 
the working of new inventions in Canada. However, inclusion of 
a provision similar to present s 67(2)b under the proposed law 
would be unduly protectionist and contrary to the policy behind 
the exhaustion provisions of s 25. Patentees will be entitled 
to supply the Canadian market by importation, and Canadian pro- 
ducers manufacturing goods under licence will have to tolerate 
this level of competition from the patentee and persons related 
mim, Subsequent provisions (ss 59(3) - (5)) limit the ability 
of patentees to engage in unfair price-cutting practices which 
might prejudice licensees. 


Particulary in the case of the Ilsley proposal which would allow 


@eaportation to be a ground for granting a compulsory licence, it 


would be inconsistent for the proposed law, at the same time, to 
Specifically allow importation under the exhaustion provisions of 
Ss 25 and simultaneously grant compulsory licences on the basis 
that the patentee is supplying the Canadian market by importation. 
Such a provision might tend to encourage patentees to transfer 
mm or the Canadian market to their, Canadian licensees or 
Canadian manufacturing facilities; but this could entail undue 
artificial distortions of the economic relationships between 
licensors and licensees. Provisions for encouraging such 
transfers have been incorporated into the proposed law (ss 26, 
27) but these features have been included on the assumption that 
the potential for importation under the exhaustion provisions 

(s 25) will moderate any tendencies towards inefficient or 
inappropriate industrial activities in Canada. 


ies 


6 Conditions and Compensation on Grant of Licences -- s 58 


This section establishes the scope of the jurisdiction of the 
Patent Authority in granting licences under the provisions of 

the act. Section 58(1) gives the Authority full discretion to 
impose such terms and conditions on granting of licences it deems 
fit. This follows the recommendations of the Ilsley Commission 
(part VIILT, s&s 2(3)) , the: provisions: of the UR Patents Acr 

(s 37(3)) and the provisions of the present Canadian act 

(s' 68). 


In order to prevent proceedings before the Authority from unduly 
delaying grant of a licence under a patent, s 58(2) expressly 
authorizes the granting of a licence subject to an interim roy- 
alty. This will enable the initial hearings to focus on the 
grounds for granting a licence with hearings on royalty rate 
following thesactual granting /of pawlicence. 


The criterion to be used in determining the rate of compensation 
is, under s 58(3),the test of what a willing licensee would pay 

a willing licensor. In this respect, the proposed law does not 

follow the recommendations of the Economic Council. 


| 


The council recommended a basic statutory royalty rate, which 
could be varied after a licence had been in effect for three | 
years (pp 95-96). The proposal of the Economic Council was made | 
in the context of a system by which licences would be available 

as a right, without any hearings or proceedings. Since hearings | 
will occur under the proposed law, resort to the arbitrary method | 
of establishing an initial fixed royalty will not be necessary. 


The test of the willing licensor and willing licensee has been 
adopted because it turns the compensation-setting exercise into 
a quasi fact-finding procedure. The parties will present to the 
Authority evidence of usage in similar cases by industry. The 
Authority will be guided on a case-by-case basis by actual cir- 


| 


cumstances in the marketplace. It will be up to the parties to 
show the contemporary value placed on similar technology by 
other licensors and licensees. The test of the willing licensor 


and willing licensee has long been recognized under patent law. 
It is the standard use in evaluating compensation owed by Her 
Majesty in respect of use of an invention by the government 
under s 19.0of the present) act, (cf. The«King,'v 2rving.ALr Chute 
Incest L949) -SCR.613);. 


Section 58(4) will permit the Authority to rehear licence applica- 
tions when new circumstances arise. Section 58(5) specifically 
authorizes the transfer of such a licence with the approval of 
the Authority. Section 58(6) gives the Authority jurisdiction to 
interfere with any outstanding voluntary licences which may have 
been assumed by compulsory licence applicants in order to ensure 
that compulsory licences issued under the act may be properly 
exploited. Section 58(6) will enable the Authority to ensure 
that such prior obligations will not interfere with privileges 
obtained under compulsory licensing. A similar section was 
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incorporated in the Ilsley proposals (part VIII, s 3(2), p 76) 
and parallels the provisions of the UK Patents Act (s 37(4)). 


/ 
| 
17 General Provisions Respecting Statutory Licences -- s 59 


\Section 59(1) gives the Federal Court jurisdiction to enforce 
the compulsory licensing provisions of the proposed law. The 
jurisdiction of the Court at present extends to "cases in which 
a remedy is sought...respecting any patent of invention..." 
Mederal Court Act, RSC 1970 2d Supp. c 10, s 20). Interpreting 
|/similar provisions under its predecessor,the Exchequer Court 
Act, it has been held that this provision did not extend the 
Court's jurisdiction to enforce terms under patent licences 

| (cf McCracken and Concrete Pipe Ltd v Watson, (1932), Ex CR 83). 
“Section 59(1) assures that the Federal Court will have jurisdiction 
/with respect to compulsory licences issued under the act. 


} Section 59(2), for certainty, affirms that the exhaustion pro- 
visions of s 25 will continue to apply notwithstanding that 

| Bicences have been granted under the act. 

Sections 59(3) - (5) have been included to prevent patentees who 
cone subject to a compulsory licence from adopting predatory 
pricing practices against such licensees. There is nothing under 
'the present law to prevent a patentee, once a compulsory licence 
|has been granted, from reducing the price of goods supplied to 
ee Canadian market to such a point that the Canadian licensee 

is unable to compete. The mere threat that an embittered patentee 
_ may undertake such a price-cutting exercise may deter resort to 

' the compulsory licensing provisions of the act. This type of 
|practice is expressly prohibited under s 59(3). 


not appear to contemplate protecting Canadian industry from goods 
imported at prices above those established under competitive 
market conditions. Since competitive conditions would not exist 
in a foreign market governed by patent rights, uncertainty as 

to the 'normal value' of goods under such provisions makes the 
present provisions of the antidumping legislation difficult 
BO apply. Section 59(5) clarifies this uncertainty, adopting 
the actual pricing practice in the home market as the standard 
for the normal value of such goods. 


‘The Antidumping Act RSC 1970 c A-15, as presently drafted, does 


.. But see the more cautious comments in Kellogg Co. Vv 
Kellogg (1941) SCR 242 
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CHAPTER 6 -- ENFORCEMENT OF PATENT RIGHTS 


This chapter deals with the remedies to which patentees are 
entitled and the procedures that must be followed when patent 
rights have been infringed. In this chapter, in particular, 
sections have been incorporated in order to assist citizens 

to appreciate the nature of the patent law. | 


zh Proceedings for Infringement -- s 60 
' 


Section 60(1) defines "infringement" in terms of the rights 
granted under chapter 2. Section 60(4) gives status to take 
proceedings for infringement not only to the owner of a patent, 
but also to licensees who hold an interest under the patent. 
Since licensees must bear the costs of paying royalties, they 
should be entitled to take action to restrain infringers who 

are competing without carrying such costs. In order to motivate 
such licensees to comply with the subsequent registration require- 
ments of the law (s 80(1)), their entitlement to participate 

in infringement proceedings and recover damages is, however, 
conditioned under s 60(4) on their interest being registered. 


Correspondingly, since licensees will be entitled to independentigg 
initiate infringement proceedings on their own account, s 60(5) 
extends the requirement of present s 57(2) by providing for all 
licensees to be made parties to any infringement actions. The 
exceptions contemplated by the reference to regulations would ! 
include cases where a licensee who cannot presently afford to | 
participate agrees to abide by the results of the litigation, 
but reserving his right to claim damages. 


Section 60(2), following the proposals of the Ilsley Commission 
(part XII s l(a) p 113) ,gives exclusive jurisdiction to the fedem@ 
courts to enforce patent rights. The federal courts presently 
have exclusive jurisdiction to impeach or annul any patent 
(Federal, Court Act, RSCi19/70 2d Supp, Ss) 20 by) 22 eoubsequene 
provisions of the proposed law (s 70(4)) establish that a success- 
ful defence of invalidity shall operate to revoke a patent. 
Since the validity of patents is almost universally raised as an 
issue, inj) patent Litigation, 4t.1s appropriacer that. allasuch 
proceedings be restricted to the federal courts. 

i 


{ 


| 
| 
| 


| 
i 
The amount of patent litigation annually in Canada is relatively 
limited. Such litigation is exceedingly complex. It ais pre- 
ferable to) restrict all patent Litigation to the federal, "coures 
in “Order to assist: that: count. in. maintaining tts expertise sid 
such matters. It is also desirable to restrict patent litigation 
to a single court in order to prevent a multiplicity of proce- 


edings in separate courts (cf General Foods Ltd v Struther 
Secientiliic: Corp. (1972) 2xCPR C20 yr 97° 


The’ scope of the jurisdiction ofthe! Court *establashed under 
proposed s 60(2) follows the wording of s 20 of the Federal 
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court Act. While these provisions are intended to detail the 
procedures and rights of litigants in a patent action, s 60(2) 
is worded so as not to foreclose the court from granting any 


other traditional remedies recognized in law which are not 


contrary to the provisions of the proposed law. 


Section 60(3) establishes a statutory limitation period for the 


commencement of legal actions. The period of three years reflects 


a similar limitation period existing under the present Copyright 


Act (RSC 1970 c C-30, s 24). The inclusion of an express 
limitation period in the patent statute will make the law con- 
sistent in this respect across Canada. Presently, the limitation 


period may vary according to the province in which the litigation 
originates. 


| 2 Effect of Actual Notice -- s 6l 


Under the present Canadian law, a person is liable for damages 


for infringement irrespective of whether he is aware of the actual 


/@xistence of a relevant patent. In order to limit unnecessary 


| Joss and injury that may arise out of enforcement of the patent 


right, the obligation to pay damages under s 61(1) commences only 
once a person has received actual notice of a patent. A similar 
policy was recommended by the Ilsley Commission (part XI, s 5(l)) 
and exists under the present US law, (s 287) and the UK Patents 


Act (s 59). The provisions of the US law are also followed in 


respect of patent marking. 


Section 24 of the present act makes the marking of patented arti- 
cles mandatory. The only sanction for failure to mark, however, 
under the present law is a fine of $100 (s 77). Failure to mark 
does not impair a patentee's rights. The proposed law deletes 
any obligation to mark patented articles. But, following in 

part the US provisions, s 61(2) gives to a manufacturer who does 


mark his articles the advantage of a presumption that, for the 


| purposes of s 61(1), certain classes of infringers have received 


actual notice. 


Section 61(2) applies only against persons who import or manu- 


Micture products. Such products are not likely to enter the 
Canadian market without a prior market survey having been made. The 
existence in the market of competing goods marked with reference 

to patent rights would likely become apparent in the course of 


such a survey. Importers and manufacturers are singled out for 


this special provision because of the extensive damage that these 
Mypes Of parties can inflict on a patentee. As the originating 

source of infringing goods, such persons are capable of satisfying 
a substantial portion of the demand for a patented article in the 


Marketplace and thereby reducing the ability .of ‘the patentee to 
enjoy the full benefit of his patent right. 


The standard of marking required is set out in s 61(3). Section 


61(4) is intended to prevent patentees from attempting to obtain 


'weme benefits of the presumption of s 61(2) by recital of long 


lists of patents which might only possibly be relevant to the 


i AO 


product being marketed. This provision supplements subsequent 
provisions prohibiting false marking (s 100). 


3 Stock in the Hands: of Innocent Infringers -- s 62 


The law presently recognizes, in addition to the right to claim 
damages, a right for patentees to demand forfeiture of goods 
which infringe a patent. Whereas s 61 relieves a person from 
liability for damages for acts done prior to acquiring notice, 

s 62 prevents the right of forfeiture from applying against 
goods acquired before notice. In order to prevent such goods 
from prejudicing the patentee's rights to exclusive exploitation 
of the Canadian market, goods in the hands of innocent infringers} 
may only be disposed under s 62 in a manner which does not inter- 
fere with the patentee's exclusive right to supply the Canadian 
market. 


Sa ee ee ee ee ee ee _ 


4 Powers of the Court in Infringement Actions -- s 63 


Section 63(1) follows generally the wording of present s 57(1) | 
in establishing the entitlement of a patentee and persons | 
claiming under him to obtain damages from an infringer. Section | 
63(2) contemplates the possibility that the Patent Authority 
May acquire expertise in evaluating the economic impact of 
infringement ‘om patentees. | 


In order to prevent an award of substantial damages from inter- 
fering with the otherwise normal business affairs of an infringerj 
s 63(3) gives the court jurisdiction to defer payment of damagesiy 
in the manner described. | 
| 
I 


Section 63(4) maintains the present right of the patentee to ordel 
delivery-up of goods produced by a person after he has acquired 
actual notice of the existence of a patent. This section is pre- 
faced by a proviso which will permit the court to reduce the 
amount of damages awarded when delivery-up takes place. A 
Similar power to direct disposition of means, such as machinery, 
which is adapted for infringing a patent, is granted to the 

court under s 63(5)b. This right normally arises in consequence 
Of. the qrant):of*an injunction, ‘the right: to which 1s contirmea 
under s 63(5)a. Both of these provisions are treated together 
under s 63(5) as being subject to the principles of equity as 
developed historically within the courts. 


| 


Section 63(7) abolishes the present remedy available to patentees 
to request an accounting of profits made by an infringer through 
his infringing activities. This exclusion was recommended by the} 
Llsley ‘Commission (part XI, -s 1(1) p 105)’ Such! an accounting 

is extremely burdensome on an infringer, since, under the law as 
it has developed, the patentee need only prove the infringer's 

gross receipts and then the burden is shifted to the infringer 

to develop in detail his costs. Patentees may acquire unreason- 
able leverage for purposes of negotiating settlement by threat- 
ening to submit an infringer to such an accounting. 
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The power of the court to order infringers to keep track of sales 
‘made pending litigation, for the purposes of calculating damages, 

is, however, maintained under s 63(5)c. This latter type of 
accounting relates to the degree of infringement rather than the costs 
of production. A similar procedure may also be imposed under 

sg 23(5)b in order to preserve a patentee's interim rights pending 
grant of his patent. 


Section 63(6) continues the exhaustion policy of s 25 that the 
rights of patentees should not extend to permit them to follow 
goods into the marketplace after they have received an initial 
remuneration for the goods. 


| 5 Limitations on Right to Obtain Damages -- s 64 


| 

| 

This section prevents the claiming of damages by parties whose 
/interest in a patent was not registered under s 64 or who have 
,not designated a representative for service in Canada as required 
/ins 99. Damages will of course accrue as soon as these 

defects have been rectified. 


| 6 Nature of Damages to Be Awarded on Infringement -- s 65 


This section serves as much as advice to the lay reader as a 
'direction to the court for calculating the quantum of damages. Sub- 
| sections 65(a) and (c) reflect established jurisprudence. The 

_ proviso that damages should be no less than a reasonable royalty 
is also expressly stated in the US code (s 284). 


| The provision of s 65(b) that the plaintiff is entitled to 
| compensation for loss of goodwill is new. Introduction of 
_this new feature into the proposed law therefore merits 
further explanation. 


The traditional basis under the law for compensating a party whose 

rights have been violated has been to award as damages a sum of 
money which will put the injured party in the same position as 

he would have been, but for the violation of his rights. Subsections 

65(a) and (c) provide compensation on a somewhat narrower basis. 
These sections apply only with respect to past infringement and 

make no provision for injury or loss to the patentee arising in 

the future on account of the defendant's past infringing actions. 


Section 65(b) will permit patentees to claim compensation for 
damaging effects which persist after a defendant has ceased 
_infringing. Such dislocations would include loss of the business 
_ connections which would normally have flowed from the marketing 
of a new invention and loss of control over the price at which 

| patented goods will continue to be sold. 


' Compensation under this section would also extend to losses re- 
flected by reduced royalties under voluntarily negotiated 
licences which were prejudiced by the defendant's infringing 
activities. 
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The patent law of Japan expressly recognizes that infringement is 
capable of damaging the goodwill of patentees. The Japanese 
patent law of 1959 (as amended to January LAcho7.) icon taunstais 
following provision: | 


"Art 106. The Court may order the person who has 
impaired the business reputation of the patentee.. 
by way orf having infringed antentionally omimeq= 


ligently on the,patent right...., to, takeésmeasures 
necessary for recovery of the business reputation 
of the patentee cin lveusom wor together wie, 


a claim for damages, upon request from the patentee”.. 


While the proposed law does not contemplate the granting of a 
mandatory order of the types suggested under the above excerpt 
from the Japanese law, s 65(b) does at least recognize that 
patentees are entitled to compensation where infringers damage 
their business reputation. 


y | Exemplary Damages "lor Repeated init ingenen teas encG 


Both the present and proposed law grant to the patentee the 
right to obtain anvVinjunction against. contanuingwintringemems 


of patent rights. The present procedure for repeated infringe- | 
ment for violation of an injunction is to commence proceedings 
for contempt of court. Contempt proceedings are criminal in 


nature and high standards of proof are imposed on the patentee. 


It has long been accepted that the courts have inherent power | 
to award exemplary damages for flagrant /vViolations, of signees. 
Section 66 expressly recognizes this type of remedy. It also 
gives the patentee the alternative of proceeding in cases of 
repeated infringement by way of civil process rather than. by 
contempt proceedings. Section 66(b) extends the section to ( 


Situations where there has been a prior negotiated settlement 
in order to support and encourage avoidance of unnecessary 
HG seus rsher Koya 


8 Defences in Intrangement Proceedings -- s 67 


Section 46 provides that every patent shall be deemed valid 
until terminated or revoked pursuant to the proposed law. 
section 6/ ensures ‘that a) defendant will bé entitled to resise 
an action for past infringement on the grounds that the patent, 
although not revoked, would, if challenged, be revocable. This 
type of defence is recognized under: the ‘present law (s’ 61) .- 
Section 67(1)b is intended to preserve any other grounds on 
which a defendant would be entitled to rely, such as implied 
licence, waiver or estoppel, based upon inequitable acts by 

the patentee. 
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CHAPTER 7 -- REVOCATION OF PATENTS 


This chapter deals with the circumstances under which a patent 
granted pursuant to ss 44(4) may be revoked. Generally, pro- 
visions for revocation of patents after grant are maintained 
in order to encourage compliance with the pregrant conditions 
of the law. 


iq Tyriscdiction Of the Federal Court --.s 7/0 


Sections 70(1) and (2) maintain the present exclusive jurisdic- 
Rion of the Federal Court to revoke a patent at the instance of 
the Attorney General of Canada or any interested person (present 
meo2(1l)). 


Section 70(3) makes the grounds for revocation established under 
chapter 7 exhaustive. 


Under the present law it is possible for a defendant to raise the 
invalidity of a patent as a defence in an infringement action. This 
type of defence is retained under the proposed law (present s 67). 
However, where such a defence succeeds under the present law, the 
ruling that the patent is invalid binds only the parties to the 
litigation and the patentee may still assert his patent against 
other members of the public. Section 70(4) enlarges the effect 

of such a successful defence under s 67, ensuring that a patent 
held invalid is effectively revoked for the purposes of all 

future proceedings,thereby avoiding the cost and uncertainty of 
Bepetitive litigation. This follows a recommendation made by 

the Ilsley Commission (part XII s 21) op Lisl Ene US Presidential 
Commission (recommendation #23) and the effect of recent US Supreme 
Court jurisprudence based on collateral estoppel (cf University 

of Illinois Foundation v Blonder-Tongue (1971), 402 40S poe ys 


Sections 70(5) and (6) deal with settlement of proceedings which 


have commenced in the Federal Court respecting the yalidity or 


Mepatent. In the interest of limiting litigation and reducing 


uncertainty respecting the validity of patents, these sections 


contemplate full disclosure of the terms of any settlement in 
proceedings where validity has been raised as an issue. Factors 
affecting the validity of a patent may have become apparent to 
Bae parties in the course of the Litigation Section 70(5) will 
prevent the patentee from protecting a questionable patent by 
discontinuing litigation in order to suppress facts pertaining 
to its validity. The participation of the attorney general 
Mnder s 70(6) will assist the court in determining whether the 
provisions are included in US Hilt 6-2504 (s 139ia)) requiring 
Mmiling of the full terms of all settlement agreements in any 
opposition proceedings. 
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2 Grounds for Revocation of a Patent -- s 7l 


Section 71 together with s 70(3) of the proposed law set out 
exhaustively the grounds upon which a patent may be revoked. 
Subject to other provisions in chapter 7 (ss 75-77) the grounds 
under s 70 for revoking a patent generally reflect areas where 
errors of substance occurred in the application and examination 
process. 


Consistent with the policy discussed earlier with respect to 
the entitlement of patentees to amend their specification (s 
30 supra p 22l) eso 7liljb provides” chat) speci iicationus sia.t 
be tested as of the date that they are challenged. 


Subsections 71(1)d and e are intended to ensure that patentees 
comply fully with their obligation to provide accurate informa- 
tion to the Patent Office under the provisions of s 42(4)e. 
Both of these sections only apply where the failure to provide 
information or the provision of incorrect information "would 
likely have" prejudiced the examination of the application by 
the Patent Office. Use of the subjunctive is intended to ensure 
that this is an issue of law rather than fact, which may be 
decided without conducting an inquiry as to whether officers 
within the Patent Office were actually misled. 


ee ee p 


} 
Section 71(1)h provides a sanction to ensure that patentees who 
take proceedings under s 22 to prevent importation of the products)! 
manufactured abroad by a patented process comply with terms ' 
imposed by the Authority in a certificate issued under s 22(3). } 


Section 71(1)g, together with ss 71(3) - (5) deal with the use ( 
of patents in relation to offences under the Combines Investiga- | 
tion Act. These provisions are intended to deter patentees fromm 
using their patent rights to influence other persons to carry 
out offences under the Combines Investigation Act. 


Under the present law, use of a patent to facilitate commission 
of a combines offence will only impair enforcement of the patent 
where title to the patent was acquired with an illicit object in | 
mind: (cf PHilco Products Ltd vi Thermionics Lica (1940). SCr 501 
section 71(1)g removes the limitation that i11icit intent must | 
have arisen as of the date of and in association with acquisition | 
of title to the patent. | 


Subsection 71(1)g (i) conditions liability to revocation on the 
commencement of an infringement action by the patentee. This 
provision is intended to prevent patentees from being subjected ! 
to an examination of their business practices on the initiative 
of competitors. Ina similar vein, subsection 71(1)g (ii) limitem 
the liability of the patent to revocation to a two-year period 
following the commission of the offence. This two-year limitation 
will enable patentees who may have committed an offence to re- 
habilitate their patent rights by discontinuing questionable or 
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jllegal practices for two years. The object, as recognized by 
poth of these provisions, is to discourage use of patent rights 
to commit combines offences, rather than to establish additional 
grounds for destroying otherwise invalid patent rights. 


The provisions of s 71(1)g overlap, to some extent, the provisions 
in the Combines Investigation Act. Section 71(3) ensures that 
where an offence has been dealt with under the Combines Investiga- 
tion Act, proceedings under the Patent Act will be barred. 
Similarly, s 71(5), paralleling the provisions of s 29 of the 
Combines Investigation Act, allows, as an alternative to revo- 
cation, a lesser penalty by way of compulsory licence or a sus~ 
pension of rights rather than revocation. Section 71(4) will 
enable the attorney general to participate in proceedings under 

s 71(1)g and ensure that the public interest in enforcing 
competition policy is properly represented. 


3 Grounds for Revoking a Claim of a Patent --s 72 


An effort has been made in the proposed law to distinguish between 
the invention, which forms the basis for grant of a patent, and 
the scope of monopoly awarded to patentees as part of their patent 
right. Section 72 therefore deals separately with the grounds for 
revoking individual claims. 


As with respect to the specification under s 71(1)b, claims under 
s 72(l)a are tested as of the date that they are challenged. 
Patentees will be entitled, by entering amendments under s 38, 
to correct claims which would otherwise be invalid as extending 
too broadly, beyond the scope of the invention. 


Section 72(1)b is introduced in order to ensure that claims which 
have been broadened pursuant to the provisions of s 38(3) do not 
extend unfairly beyond the scope of the invention as disclosed 

in the original priority document. This provision is intended 

to deter undue broadening of claims by introduction of amendments 
after an application has been filed in Canada, <Section 72(ipe 

is intended to discourage applicants from making unfair claims 

to priority at the time that the initial filing in Canada is 
made. 


Section 72(2) abolishes the technical ground now existing by 
which a claim may be invalidated if something lying within the 
language of the claim lacks utility. This ground for invalidating 


a claim has been developed judicially (cf Minerals Separation 
North American Corporation v_ Noranda Mines Ltd Supra Pp 


Recent judicial decision have tended to narrow this policy (cf 


Burton Parsons v Hewlett Packard Ded, (1975) 17 -CPR (2d)in9 73 
Farbwerke Hoechst AG et al v Haiocaroon (Ontario) Ltd (supra 
p 196). Section 72(2) ensures that patent claims will not be 


needlessly defeated on this technical ground. 
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4 Reference of Issues to the Patent Authority -- s 73 


This section, consistent with previous sections giving the Patent 


Authority jurisdiction to evaluate whether an invention is being 
worked in Canada (ss 22(2), 53(4), and 67(2)) makes it possible 
for the Federal Court, in its discretion to refer such issue to 
the Authority. In the absence of a statutory reference of this 
nature, the court would have no option but to make this deter- 
mination itself, without reference to the Patent Authority. 


5 Presumption of Validity =- 's 74 


This section replaces present s 47 which provides: 


"47. Bvery patent granted... shall jthereaiter be 
DrimMantacres Valid. sai 


Judicial interpretation of this provision has varied over time. 
Some pronouncements have suggested that the presumption of val- 
idity is not}an easy one to discharge (cf Thorson PvineMcrhar 
Engineering Co of Canada Ltd v Sharpe ‘Instruments Ltd) (1960 
2ierox Pater at 28), More recently, this presumption has been 
treated as only arising where no evidence is offered questioning 
the validity of a patent. According’ to this viewpoint, sonce 
the party attacking the patent has introduced evidence, the 
Court, in considering this evidence and in determining whether 
it establishes the invalidity of the patent, must not take the 
presumption into account (cf Pratte J in Rubbermaid (Canada) 
LtadvveTucker! Plastic#Products “Gedise CPR (2d )im6 Nat epee ys 


The strength of the presumption of validity associated with a 
patent may have a considerable effect on parties negotiating a 
settlement as an alternative to litigation. If the results of 
litigation appear unpredictable, a patentee may be inclined to 
accept a settlement which entails granting of a licence. The 
possibility that mere threat of litigation may force patentees 
to grant licences will weaken the value of the patent right as 
an incentive to innovation. 


On "the other, hand, 2f the presumption of * validity 1s"strong, 
Patentees*may insist/;on ‘pressing for Litigation or extracting 
more onerous ‘settlements on the basisjof "patents (which, in facty 
qualify for revocation. 


Some presumption of validity is justified on the basis that the 
Patent Office examines every application prior to grant of a 
patent. However, revocation may be based upon newly discovered 
prior art which never came to the attention of the Patent Office 
during its examination. 


Section 74 attempts to clarify the standard of the presumption of 
validity associated with a granted patent, and at the same time 
accommodate those cases where new prior art is discovered after 

a patent has issued. The standard established under the combined 
effect of ss 74(1) and (2) with respect to matters considered 

by the PatentisOffice is positive. ‘The judge will have ito be 
"satisfied" that the conditions for revocation prevail, for 
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example, that the patent should never have been granted. fThis 
is the term presently used under s 42 whereby the Commissioner 
may refuse an application. 


This standard is similar to, though not as emphatic as, the 
provisions of s 41 of the present act (s 55 of the proposed law). 
These sections stipulate that the Commissioner shall grant a 
compulsory licence for inventions relating to food or medicine 
"unless he sees good reason to the contrary". The effect in 
both cases is that the expected course of events will only be 
disturbed where it is apparent that such interference is 
justified. 


Section 74(1) is, however, qualified to prevent any presumption 

or bias arising where new prior art is introduced into revoca- 

tion proceedings. In a case where an alleged infringing defendant, 
through extensive research, is able to discover documents or facts 
overlooked by the Patent Office that suggest the patent should 
never have been granted, the judge will apply the newly discovered 
prior art to the invention, testing for patentability in the same 
manner as would have been done in the Patent Office had all the 
facts been originally available. 


The presumption of s 74 will also by reason OL Ss 4319) metvoperate 
in proceedings under s 43(8) in which an intervener who has opposed 
grant of a patent applies to the Federal Court for an. onder 
revoking the patent. 


6 Unimpeachability -- s 74 


As indicated earlier in the discussion respecting patentability 
(supra, p 178) the requirements of novelty governing the grant 

of patents may significantly interfere with the value and per- 

formance of the patent right as an incentive instrument. This 

will be true as long as a patent may be revoked after grant on 

the grounds that, due to the prior art, the invention lacks the 
requisite characteristics of novelty needed to support grant of 
= patent. 


This flaw in the patent law and the trend by which it has deve- 
loped has been examined by E.W. Hulme in the Law Quarterly 
Review.* After reviewing the historical developments in: tne 
United Kingdom by which the standard of novelty for patents 
shifted from "never-before-used within the realm within living 
memory" to the standard of "never-before-disclosed" as evinced 
by Lord Mansfield (cf above, pp 53-4), Hulme observed (p 195)3 


Under the old law the inventor could claim the whole 


of the difference between the state of the “art as he 
found it and the state of the art as he proposed to 
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reconstitute it; but, with systems of examination for 
novelty founded upon Lord Mansfield's doctrine, the 
inventor is debarred from incorporating in his claims 
unused public knowledge. The further examination is 
pushed, the further the patent claim is attenuated. 

AS, a result, Capital is not attracted (6, anvenLion,. 1OL 

a patent which has no ‘litigating’ value is not worth 
paying for. That patents under the modern system retain 
a certain business value is due to the fact that all 
forms of barter are based to some extent upon 'bluff' and 
the word 'patent' still retains some advertising value... 


"A practical solution would be to limit the operation 

of the law of novelty, in cases where commercial working 
is shown, to prior user, and to insist upon unrestricted 
proof of novelty where working is not pretended. Under 
this system examination for novelty could be reduced to 
an examination through patents in force in a country, 
with a delay of a year or two in removing specifications 
from the examiners' files to enable manufacturers to 
come in, if they chose, and work patents upon their 
expiry. The patentee would thus secure broader claims 
and wider restraining powers, while the relief granted 
to the patentee, who could prove ‘commercial working", 
would add materially to the security of patents as a 
medium for investment."* 


If it is accepted, as suggested in the preamble of chapter 7 
(supra p 261)that provisions for revocation of patents are 
Maintained in the law in order to encourage compliance with 
the pregrant provisions of the law, then it may be possible to 
limit the grounds for revocation where this will serve another 
useful purpose, allowing certain patents which should never 
have been granted to survive. 


Novelty was originally introduced as a prerequisite to pat- 
entability in order to prevent such rights from interfering 

with established practices within the country. The Statute 

Of Monopolies affirmed the principle that when a patent had 

been granted for a "manner of manufacture" which was not new, 
then such a patent was unenforceable and any patentee attempting 
to assert it would be liable to triple damages. In this way 

the early law provided a sanction to deter applications for 
invalid patents and to protect the public interest in freedom 

to pursue established practices. 


Modern circumstances dictate adoption of standards of novelty 
which refer to prior disclosures as well as to prior use. Ex- 


See also the article by L.J. Harris entitled "Reflections 
on Some Pending Patent Legislation", 56 JPOS 523 at pp 
924-540, for discussion of a partially 'incontestable' 
patent; and "Do We Really Need a Perfect Patent' by Howard 
I. Forman, The Conference Board Record, January, 1976, p 49. 


~ 266 = 


a 


————— Eee 
—_— —--+— ———— — atte 


amination of applications has been introduced in order to 
prevent applicants from obtaining patents for inventions 
which do not meet the standards of novelty. Examination 
cannot, however, guarantee the novelty of an invention for 
which a patent is granted. 


While some postgrant provisions should continue to exist allow- 

ing revocation of patents improperly granted in order to deter 
applicants from pursuing improper applications, it is not 

necessary that the possibility of revocation be maintained through- 
out the entire life of the patent. Provision of an adequate period 
during which persons, who have established use of an invention or 
are prepared to commence production based on the invention, may 
apply for revocation, will both protect the legitimate expectations 
of such persons and deter applicants from pursuing applications 
which are not, in fact, patentable. 


Section 71(1)a allows that a patent may be revoked where an applica- 
tion did not disclose subject matter which was patentable within 

the terms of chapter 1 of the proposed law. Sections 12 to 14 

of that chapter specify the standards of novelty and inventive 

step that must be met to support grant Ora patent. 


Where a patent has issued, the application will necessarily have 
been previously published pursuant to s 40(1), the application 
will have been examined within the Patent Office pursuant to the 
provisions of s 42(1), and interested members will have been 
allowed to intervene to oppose allowance of the application, as 
stipulated by s 43. Interested persons will also have the 

right during the initial period of the patent term, to apply 
under s 70(1) to the Federal Court for an order revoking the 
patent. Through these procedures, adequate opportunties will 
exist for challenging patents which do not meet the novelty 
standards of ss 12 to 14. 


After the ninth year from priority date, by reason of the pro- 
visions of s 27(1), only those patents which are actually being 
worked in Canada will remain in force. Where such working has 
commenced, money will have been invested in the course of 
introducing this invention into Canadian industry. Since one of 
the objects of the proposed law is to support the introduction 
of new technology into Canada through encouraging the working 

of new inventions in Canada and since the threat of revocation 
may be seen by patentees as a serious defect, reducing the force 
of the patent right as an incentive to invest, s 75(1) establishes 
that, after the ninth year, no patent may be revoked for lack 

of novelty. Section 75(2) extends this principle not only 

to the patent as a whole, but to each of the individual 

claims, which may independently be revoked under s 71 for, 

in effect, lack of novelty. 
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Up Wino ib tie Tena Of the ninth year, industrialists interested 

in adopting an invention will have had the entire period following 
publication ce challenge the patentee's rights. Section 75, 

by season of: thesprovisionsvotfys 75(5) ; jwillanoteapply pco,any 
proceedings commenced during that period. 


But industrialists who choose not to challenge the validity of 
a patent until after the patentee has invested dn its introduction! 
of an invention into Canada, (and possibly demonstrated its worth 
or commercial viability in: the marketplace) will either have, to 
wait until the patent expires or demonstrate need for access to 
the invention under s 57, in order to utilize a patentee's 
invention. 


Industrialists who have commenced to use an invention or who have 
made preparations, to do so prior to publication, will have acquimg 
and will continue: towenjyoy) intervening  wightsiundereacss0sc laut 

proposed law. Therefore, s 75 will not do violence to the spring | 
ciple that the patent right should not interfere with establishedm@ 
practices. 


Postgrant limitations on revocation proceedings are not new. Unde 
the preconfederation laws of the Province of Canada, proceedings |} 
for repeal of a patent by scire facias ‘under the patentvactiol sim 
(s 17, l2 Vic c34) were limited to the first two years following 
the: grant of the patent (cfioJ.G. Ridout,, “The Patent) Lawaot, tie | 
Dominion of Canada", 1894 p 332). The Japanese patent law also 
contains a provision under! art’ 124 which’ prevents7a patentyirom 
being invalidated after five years from grant on grounds of prior | 
foreign disclosure. * | 


Canada's° present Trade Marks Act (RSC 1970" ¢) T-10) contains» pre. 
visions for making trademark rights incontestable on certain 
grounds. Section 17(2) provides that after five years a regis- | 
tered trademark may not be expunged on the grounds of prior use | 
by an earlier manufacturer except in cases of fraudulent regis- 
trati2on. 


| 
{ 
| 


All ther provisionsroriss 7D notiwels tangltoyvnovelty.» we lac one 
to apply as ‘grounds: for revocation throughout’ the suddepacent | 
term, particularly ss 71(1) d and e. This will Jdimit any tenderness 
on the part of patentees, to attempt to obtain patent rights 
through failing to disclose relevant prior art. 


f 


| 
| 
| 
| 
| 
| 


2 Article 124 of the Japanese patent law of 1959 provides as 
follows: | 
"In case a patent has been granted on the invention which has. 
been described in a printed publication ‘circulated in a forei. 
country prior to the application for a patent or which wouldm 
been contrived with ease by a person of ordinary learning in | 
the technological field to which such invention belongs on thi 
basis of such invention, a trial mentioned in para | of tne 
preceding article on such patent may not be demanded after 
five years have elapsed as from the day of registration of 
the Creation of a patent rights" 
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This proposal to limit subsequent to grant the grounds for revoca- 
tion of a patent may also be viewed as a postgrant change in the 
standard of patentability. This is not a new concept. Section 63 
of the present law operates to prevent impeachment of a patent on 
grounds of failure to meet the requirements of s 28(l)a by 
stipulating that an invention known by another person before 

the patentee-inventor invented it must have become available 

to the public prior to the patentee's filing date in order to 
invalidate the patent. 


7 Amendment During Litigation -- s 76 


A patent may, under ss 71(1)b or 72(1), be revoked if the dis- 
closure is defective or the claims extend too broadly. Section 
38 gives patentees broad powers to amend both claims and disclo- 
sure. In some cases, amendments introduced under s 38 will be 
able to make patents valid which otherwise would have been 
vulnerable to revocation proceedings. 


Patentees are encouraged to come forward and make amendments 
where defects in their patents are discovered. Such amendments 
will increase the value of the patent disclosure. They will also 
reduce the incidence of litigation. 


But members of the public are also entitled to challenge patents 
On the grounds that they are defective. The threat of such 
proceedings should motivate patentees to move prompty when they 
discover defects in their patents. But once impeachment 
proceedings have commenced, s 39a operates to prevent amendments 
from being made under s 38. 


'Rather than place the patentee in the position of necessarily 


losing all his patent rights by reason of what may be minor 


defects in his disclosure or claims, s 76 allows amendments to 


be made at the discretion of the court. The litigant who 


| promptly commences revocation proceedings may be rewarded by 
the granting of the special rights set out ins 76(4). 


Section 76(4) also permits such rights to be extended to all 


parties to the litigation. This will allow other persons who 
are interested in using the invention and who come forward 
and join as parties to the litigation to obtain such rights 
as well. 


Under the publication provisions of s 39a(2) such persons will 


have an opportunity to obtain notice of the existence of the 
litigation. By enabling interested persons to join in the 
litigation, multiple actions will be avoided, and no member 

of the public will obtain a preferential position by reason 
only of being the first to commence revocation proceedings. 
Also, the sanction to encourage patentees to amend voluntarily 
at an early date (prior to revocation proceedings) will be 
Correspondingly increased. 
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The provisions of s 76 continue the policy suggested in the words 
of present s 55, that where by reason of an involuntary error or 
omission a material allegation in the specification is untrue, 
the patentee may still be entitled to the "remainder of his 
invention pro tanto". Section 76 is also similar to provisions 
in the UK patent law (s 30). 


8 Amendment to Designation of Inventors -- s a 


Section 38 permits amendment after grant of a defective disclosure 
or defective claims and s 39 permits amendment to the designation 
of inventors, but while s 76 recognizes that attempts to amend a 
disclosure or claims in the course of litigation should be subject 
to substantial provisions to protect interested members of the 
public, s 77 recognizes that failure to properly identify all the | 
inventors is not a matter of similar substance. | 


Section 77(1) has the effect that as long as at least one person 
having a proper interest in the invention has applied for a patent,| 
the patent should not be revoked. However, s 77(2) also recognizes, 
that proper full disclosure and participation of qualified inventor 
in the application procedure is desirable and should be encouraged.’ 


Litigants should have a right to know the full identity of all | 
participating inventors or persons having an interest in the | 
right to apply for a patent in order that they may properly examine 
the circumstances surrounding the making of the invention. Know- | 
ledge possessed by some of these persons may reflect on the state | 
of the art prior to filing and therefore on the validity of the | 
patent. 


Section 77(2) allows suspension of proceedings until all inventors 
and all persons having an interest in the right to apply for a 
patent have been named. As a sanction, s 72(2)b permits the court 
to deny the patentee the right to past damages where prejudice 
has occurred. 


Section 77(3) follows the policy discussed earlier (supra, p 214) 
under s 32(1) and subsequently (infra, p273) under ss 84 and 85 
with respect to entitlement to patents in cases of joint owner- 
ship. Section 77(3) ensures that the matters of infringement 
and beneficial entitlement to any proceeds recovered in an 
infringement action will be dealt with as separate, independent 
issues. 
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CHAPTER 8 -- TRANSFER OF RIGHTS 


This chapter deals with the transfer and disposition of rights 
respecting patents and inventions. It extends not only to rights 
to and over Canadian patents but rights arising in Canada to 
‘obtain foreign patents as well. 


ii Assignment -- 80 


|Subsections 80(1) and (2) establish the general principle that 
‘rights respecting patents are assignable. These two sections 
distinguish between ownership of a patent or application and 
an interest in or under a patent or application. This dis- 
tinction has been made in order to permit ss 80(3) and (4) to 
deal separately with attempts to transfer less than whole 
title and control over rights associated with a patent. 


}Present s 53(1) allows any part interest in a patent to be assigned. 
Partial interests in a patent might be created by dividing the 
rights territorially, by field of use, over time and in various 

ener ways. Section 80(3) limits the right to divide interests 

| in a patent territorially and s 80(4) applied to attempts to 

assign rights under future inventions. 


The limitation in s 80(3), that rights may not be severed territor- 
ially within Canada is adopted as a complement to exhaustion as 
created under s 25. While s 25 ensures the free circulation of 
goods introduced into the market place, s 80(3) will ensure licen- 
| sees the right, once licensed, to sell their patented products 
anywhere in Canada. 


_ Since exhaustion will permit the circulation of patented goods 
throughout the Canadian market, little scope will be left for 
patentees to benefit from market allocation policies. It would 
be preferable under these circumstances to ensure that licensees 
are free to supply goods directly throughout Canada. 


Section 80(4) prohibits assignments of future rights in inventions. 
'As indicated in part 3 under the title "Competition Policy" (supra 
-p 155), this provision is intended to prevent Canadian industry 
from losing the benefits of control over improvement inventions 
developed in Canada in the course of exploiting licensed 
technology. Subsequent provisions relax this restraint in cases 
where business practicalities demand that a present agreement 

be made with respect to the disposition of future rights (ss 86 
mena 87). 


2 Registration -- 81 


This section represents one of the instances discussed earlier 
in part 3 under the title "Information Policy" (supra p pe a 
which patentees will be required to provide details regarding 

' the actual disposition of their patent rights. 
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As indicated earlier in part 2 under the title "Need for Reform" 
(o 116) 7 Present ys 3.02) stipulates that every assignment and 
every exclusive licence shall be registered. Proposed s 81(1) 
extends this requirement to every kind of interest in or under 

a patent or application. This will bring the Canadian registratiag 
requirements into conformity with the corresponding provisions 
of the UK Patents Act (s 74). The BIRPI model law of 1964, as 
well, recommended that all licences be registered because it is 
desirable that the government be informed about the grant of all 
licences and the economic value of the patents involved (Model 
Law “s' (28 (33) 4 


Section 81(1) provides that "prescribed particulars" must be 
registered. This requirement contemplates a registration system 
in which the parties filing particulars will partially analyze 
and classify the essential features of the legal arrangements 
involved. This procedure will facilitate the recording and 
analysis of such documents. It will also enable detection of 
unregistered ancillary arrangements. 


Sections 81(2) and (3) deal with the extent to which information 
registered under 81(1) will be available to the public. While 
generally it is in the public interest that information relating 
to patent rights be freely available to all interested parties, 
in some cases it may be appropriate for information to be kept 
confidential. Rather than canvass these cases in the working 
paper, the proposed law leaves the issue of the extent of 
confidentiality to be settled when regulations are being 
prepared under s 81(3). 


Section 81(4) is an enabling provision which will permit the 
Commissioner to include in the public records further information 
of public interest relating to individual patents. A similar 
type of provision exists under the UK patent law (s 9) whereby 
the Comptroller of Patents is authorized in the case of an 
improvement patent to enter an endorsement warning that use of 
the improvement invention may entail infringement of an earlier 
patent. 


3 Bifects OrvRegdistrations-— 2 


This section provides the benefits and sanctions for encouraging 
registration under s 81. It would be possible, of course, to 
encourage registration of documents relating to patent rights 

by making the continued validity of the patent dependent upon 
proper registration of all transactions. But such a penalty 
would be very severe. Instead, it is hoped that the provisions 
of s 82 will provide adequate incentive. 


Section 82(1) is a standard provision found in most public 


register systems. The“etfect of this”provision is to .crovice 
purchasers with a means of determining with certainty that 


- 272 - 


the person conveying rights has not previously effectively disposed 
of such rights by an earlier conveyance to another party. Where 
two transfers of the same right have purportedly been made, the 
first to register will actually acquire the right. 


Section 82(2) is another standard provision which serves to limit 
the benefit of establishing entitlement by prior registration to 
bona fide purchasers who accept a transfer of rights without 


knowledge of an earlier transaction. 


| While ss 82(1) and (2) reflect a benefit arising out of registra- 
tion, s 82(3) imposes a disability on unregistered transactions 

' which is intended to encourage registration. Section 64 (a) 

| prevents damages from being recovered in an infringement action 


in respect of any period during which a party's interest ina 
patent was not properly registered under s 8l. This type of 
penalty for failure to register has been proposed in the UK 
Consultative Document (pp 34-5 paras 109-112). But this type of 
penalty will only have effect where the patentee is concerned 
that infringement of his patent rights may be occurring. 


Section 82(3) provides a further, more substantial penalty. The 
effect of s 82(3) will be to illegitimize any payments made under 
a licence or other type of agreement which is not property regis- 
tered. Since firms must justify all expenditures and receipts 

to their accountants, firms making payments under unregistered 
agreements will risk having such facts turn up on their balance 
sheets. There will also be the prospect that such payment will 
be disallowed as legitimate expenditures for tax purposes. 


Section 82(3) should provide a substantial incentive for reg- 
istration of all transfers of interests relating to patents. 


4 Amendment of Registrations -- 83 


lw@@his section is a standard provision for allowing disputed entries 


in a register to be corrected. The word adopted follows the pro- 
posal of the Ilsley Commission (part II s 3 p 40). Express pro- 

vision for participation of the Commissioner in such proceedings 

does not appear in the corresponding s 54 of the present act. 


5 Title and Interests in Patents -~- 84 
The discussion with respect to earlier ss 30(1)b, 32, 39, 60(4) 


and 77, has outlined the policy by which any person having an 
interest in an invention will be able to pursue and obtain patent 


rights. Section 84(1) affirms this policy and also reserves rights 


between all persons having a beneficial interest in a patent. In 
effect, legal title to a patent may be exercised independently 
and without prejudice to any trusts which may be imposed on 
persons holding such rights. 


Section 84(3) affirms that the Federal Court will be the exclusive 
forum for disputes respecting such claims. Section 84(2), corres- 
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ponding to present s 33(2), deals with the special issues relating 
to the right to control application procedures. 


6 Joint Ownership of Patents -- §s 85 


Section 85 deals with the characteristics of joint ownership of 
patents. While this issue has not been expressly settled under 
Canadian jurisprudence, considerable law on the subject exists 

in the United States. Sections 85(1) and (2) adopt the policy 
reflected in s 262 of the US code, that any person who is a joint 
owner of a patent (ie a joint inventor) is entitled to use and 
authorize use of the invention by others. This procedure seems 
preferable to the alternative of allowing one of several joint 
inventors to lock up or veto licensing of an invention if the 
policy of requiring unanimous consent were adopted. 


Section 85(3) completes the policy discussed earlier with respect 
to s 14(4) and (5) by which several patents for similar or 
identical inventions may be allowed to issue (supra p 188), The 
reference to "or otherwise" in this section contemplates the 
inevitable occasional error by the Patent Office where, by over- 
sight, an earlier patent for the same invention is not discovered 
in the search of the prior art. This type of error has occurred 
in the’ past. (cf Re) Fry (1940) Ll) DLR 362)... \/Untib the ampropen ma 
granted patent is revoked, a licence under it will protect the 
licensee from liability under any other patent. 


7 Rights ofsenployees! inviinvenvions o7is..36 


This section deals with the difficult issues relating to employed 
inventors and, to employees who make inventions. The employed 
inventor is the man who is hired, at least in part, because of 
his potential for providing the services of creativity for his 
employer. 


The situation faced by these types of inventors has generated 
special concern. The common law has developed definite rules 
for allocating ownership of inventions between employees and 
employers in the absence of an express agreement between the 
parties. These principles are, however, based on case law, and 
are difficult to identify without expert legal advice. Further- 
more, many employees and particularly employed inventors are 
presently required by their employers to assign away in advance 
any rights they may have in inventions that they may make. These 
invention assignment agreements often go beyond the common law 
provisions and transfer to employers the patent rights of 
employees in all inventions relating to the employers' business, 
irrespective of the scope of the employees' responsibilities. 


The employee who is a potential inventor is in a difficult situa- 
tion. Not only is he unaware of the background principles of the 
law respecting ownership of inventions between master and servant, 
but he is in a weak bargaining position when presented with a 
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"boiler plate' employment contract at the time he commences his 
employment. The argument that employed inventors are rewarded 
through their salary can lead to apparent inequities in the case 
of truly significant inventions and is dependent, in any event, 
upon the continued gratuitous appreciation of the employer in 
continuing the employment relationship. 


Various schemes have been proposed or implemented to assist em- 
ployees who make inventions. The Banks Committee canvassed 
the issue and came to the conclusion that the only special 
|feature that should be introduced into the UK law would be a 
‘prohibition against contracts which divest employees or more 
rights than they would retain at common law (para 469 p 139). 
The UK white paper, however, indicated that the government would 
entertain further proposals for a statutory award scheme that 
would be fair to both employees and employers (p 10). 

A statutory scheme guaranteeing appropriate compensation for 
employees who make inventions has been apparently operating 
successfully for some time in the Federal Republic of Germany*. 
In the US, a judicially created concept of 'shop right' has 
developed by which employees retain ownership of employment- 
related inventions but subject to a right for the employer to 
use the invention in association with his business without 
obligation to make royalty payments. 

| 

/An attempt to moderate the all-or-nothing alternative for allocat- 
Ens ownership of inventions was introduced into the UK Patents 

| Act in 1949, by giving the Comptroller jurisdiction 

/ to apportion the benefit of an invention between employee and 
employer (UK Act s 56(2)). This provision was, however, narrowly 
| 


interpreted by the courts and the Banks Committee recommended 
ljts repeal (para 469 p 139). 


“Most recently WIPO, in the course of its work in developing new 
model laws for developing countries, has proposed a new scheme 
for discussion purposes only, directed to ensuring that employees 
who propose innovative solutions to technical problems are ade- 
quately rewarded. ** 


Under the WIPO provisions employees who make a proposal for a 

solution to a specific problem in the field of technology 

/within the sphere of the employer's enterprise would be entitled 
to receive an ‘innovation certificate’ from the employer. A 

'certificate would only be available for proposals that fall 
outside the employee's scope of duties. 


koa Articles by Kurt Laude "Compensation for Employee 
Inventions in Germany", 44 JPOS 772 (1962); and 
"Employee Inventions Under German Law" 54 JPOS 807 
(1972) by Schmied-Kowarzik 


*% "Draft Model Provisions on ... Innovations" WIPO doc 
WG/INV/III/1, July 30, 1975, Annex C, ss 401-408. 
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After issuance of the innovation certificate, an employer would 
be reguired to give the employee notice within one year of any 
intention to use the invention and actually commence use within 

a further six months. Failing such notice, the employer would 

lose all statutory rights under the scheme to use the proposal 
without the consent of the employee. Where the proposal is 
actually adopted, the employee would be entitled to a remuneration 
based on a percentage of the material benefit of the proposal 

to the employer, for a period of five years. 


Faced with such indefinite developments in other jurisdictions, 

the draft law proposes to establish a background against which 
potential changes in the law may be better understood in the 
future. This entails a partial codification of the present law 

and the introduction of a new scheme which will not involve any 
direct form of governmental supervision. | 


Section 86(1) establishes the background policy that an inventor, | 
even if employed in a field relating to his invention, will be | 
entitled to the patent rights associated therewith. Section 86(2) 
introduces the ‘exceptions’ to the general rule Gstabi ished uma | 
s 80(4) that there can be no transfer of rights to future inven | 
tions. These provisions recognize that commercial necessity 
dictates that employers should be able to maintain and benefit 

from the intellectual endeavours of men employed for that purpose. 


based on the scope of employment contemplated by the parties. 
Section 86(2)b allows that, where the nature of a man's employ- 
ment is unclear, the employer may settle any uncertainty by 
obtaining the employee's consent in writing to the disposition 
of title. Section 86(2)b nevertheless requires that the 


Section 86(2)a adopts the test developed under the common law, 


inventions be "associated with his employment". This section 
also limits attempts to obtain control over postemployment 
inventions. The courts in the UK have already recognized that 


it is contrary to public policy to allow a person to assign | 
indefinitely into the future all rights with respect to inventions 
that may subsequently be made.* 


| 
By establishing these provisions as part of the statutory law, | 
both employees and employers will more easily be able to refer 
to the basic rights established between the parties. The right | 
to enter into special contractual relations will, subject to 

the limitations of section 86(2)b, remain. Ultimately, if a 
genuine concern exists as to the disposition of employees’ 
rights with respect to inventions, then employee representatives | 
through the collective bargaining process should be able to 
establish the optimum compromise with employers. | 
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ob a Electric Transmission Ltd v Dannenberg (1949) 66 
RPC 183" at “36: 


The foregoing provisions will allow rights in inventions to 
continue to flow to employers in much the same manner as at the 
present. 


Sections 86(3) - (5) constitute a special proposal for enhancing 
the position of employee-inventors and the prospects that their 
inventions will be given full opportunity to become successfully 
commercialized. 


The scheme of these sections entails giving an inventor an oppor- 
tunity to recover control over his own invention when his employer 
manifests disinterest in pursuing its commercial exploitation. 

The employee may recover his invention at two stages. By giving 
notice under s 86(3) he may force the employer to elect between 
release of the invention or the filing of a patent application. 
Even where an application is filed, the employer must under 
subsection 86(3)b take steps within three years to use the 
invention or lose the patent to the employee-inventor. 


With this scheme in effect, employers will not be able to ignore 
and simply file away invention proposals by employees without 
Bisking loss of control over the invention. The employee, as 
inventor, will likely have the greatest interest in searching 
out a potential application for his invention if the employer 
fails to proceed. The system if self-regulating. If money passes 
to the inventor to purchase a waiver of rights under these 
sections, it will be based on the perceived importance of the 
invention. If the employer perceives the invention to be un- 
important, then it will be up to the employee to establish the 
worth of his own invention. 


Section 86(5) has been included in order to prevent employers 
from destroying the ability of the employee to acquire a patent 
through public disclosure of the invention. Such an act will 
give the employee an immediate right to apply for patent under 
Methe protection of s 16(l)a. 


Section 86(6) excludes these provisions from applying to federal 
civil servants who fall under the Public Servants Invention Act. 
That act operates as a form of statutory contract between the 
federal government and its employees. In some respects, the 
System set out in ss 86(3) to (5) is already reflected in the 
provisions of that act which authorize the designated minister 
to abandon all rights in an invention to the public servant 
concerned (Public Servants Inventions Act s 8(1)). While the 
provisions of the Public Servants Invention Act may not parallel 
the features of the proposed patent law in other respects, no 
changes are being recommended in the absence of specific demands 
or a recognized need for change. 


8 Grant of Rights Under Future Patents. 7-.s8..0:/ 


| This section covers the other cases, apart from employees’ 
| inventions, in which an exception to the general prohibition 
| 
| 
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against transfer of rights in future inventions is recognized 
in view of commercial necessity. 


The practice of requiring licensees to transfer rights in in- 
provement inventions to the licensor seems to be well estab~ 
lished.Statistics reflecting on this practice were cited 
earlier (supra p 80) based on the 1972 survey by Statistics 
Canada of licensing agreements and the results of the survey 
carried out by 0O.J. Firestone. 


Various international organizations have also moved to condemn 
grant-bac provisions as terms in licensing agreements. The 
Organization for Economic Cooperation and Development (OECD), 

in its recommendation concerning restrictive business practices, 
warned member countries of the harmful effects of patent licensing 


practices, including*: 


(d) .. grant-back clauses, unjustifiably requiring 
the licensee to assign or grant back to the 
licensor exclusively all improvements discovered 
in working the patents when the effect of the 
practice is to reinforce the dominant position 
of the licensor or to stifle the licensee's 
incentive to invent" 


This highly qualified warning is limited to the grant-back of 
exclusive rights and would therefore extend to the grant-back of 
title to an invention. A more extreme proposal was contained 

in Decision 24 of the Commission for the Cartegena Agreement. 
That decision called for the elimination from agreements relating 
to technology and patents of a series of ten clauses, including: 


",.. Clauses obligating the grantee to licence-back 
to the grantor improvements and inventions made by 
the grantee."** 


Both WIPO in the proposed revisions to the 1964 Model Law for 
Developing Countries and UNCTAD in its Code of Conduct for the 
Transfer of Technology to Developing Countries have recognized 
that the. grant-back control over an invention may be unduly 
onerous and undesirable.*** But the provisions of Decision 24 
may go too far, in that patentees may be reluctant to licence 
their inventions where they will be unable to adopt improvements 
made by licensees. 


* Recommendation of the Council Concerning Action Against 
Restrictive Business Practices Relating to the Use of 
Patents and Licences, adopted by the Council at its 
348th meeting on January 22, 1970. 


x Quoted from Bureau of National Affairs, Patents Trademarks 
and Copyright Journal no. 235, 3-7-75. 


*** "Draft Model Provisions on...Licence Contracts.." WIPO DOC 
WG/ML/INV/I/2 September 5, 1974, s 62(2) viiz UNCTAD Doc 
TD/B/C 6/1, Annex LIL art 4.2 (27). 
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With the conflicting interests of patentees and licensees in mind, 
sections 87(1) and (2) permit patentees to insist in licensing 
inventions to licensees, on the right to use under nonexclusive 
licence any improvements made by the licensee. 


Section 87(3) deals with the special case where two companies 
enter in a joint research project together. While there is a 
real danger that licensees will be forced to assign future 
rights under the guise of a research agreement, the existence 
of genuine joint research arrangements must be recognized. 
Section 87(3) has therefore been included in the expectation 
that any abuses will come to light through the registration 
requirements of s 81, the disclosure requirements of s 26, or 
by defecting licensees who decide to challenge the validity of 
a colourable agreement established under s 87(3). Abuses may 
then be dealt with as they arise. 


9 Revocation Procedure for Licensees -- s 88 


This section deals with the issue classically known as 'licensee 
estoppel'. Under the existing law a licensee is precluded from 
disputing the validity of his licensor's patent.* The theory 
which gave rise to this legal presumption has long been part of 
the common law respecting contracts. The law has always con- 
sidered it undesirable to permit a party to a contract to 
repudiate his obligation simply because he is dissatisfied 

with the bargain he has made. Patent licence agreements often 
contain an express term precluding the licensee from challenging 
the validity of the patent being licensed. 


Submissions were made before the Ilsley Commission, particularly 
by Thurman Arnold, to the effect that, with regard to licences 
under a patent, the principle of estoppel should be abolished 

(p 87). According to Mr Arnold's submissions, a licensee should 
be entitled under law to contest the validity of a patent at 

any time. If he were successful, he and all other licensees 


should be relieved of their liability to account for royalties, 


and in certain cases royalties previously paid should be 


recovered. 


The Ilsley Commission incorporated provisions into its draft law 
protecting licensees from the principle of estoppel in compulsory 
licensing proceedings (part VIII, s 2(5) p 75). However, the F 
proposal that licensee estoppel be abolished with respect to the 
impeachment of patents was rejected. The reason given was the 
concern that the enactment of such a provision might seriously 
deter licensing under patents (p 90). 


cf Fox "Canadian Patent Law and Practice", 4th ed, p 320. 
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However, in 1969 the US Supreme Court ruled that the doctrine of 
licensee estoppel should no longer be applied in US patent cases.* 
Following the line of this judicial initiative, provisions were 
incorporated into various proposals for revising the US patent law, 
particularly in the US Senate. 


Bill S-2504 (s 296) would have entitled licensees to challenge the 
validity of the patent under which they have been licensed. These 
provisions have been maintained in the more recent bill, S-2255. 
In the interim, there has been no evidence that the licensing of 
patents has been falling off on accountiof theschange ins the aw 
introduced by the US Supreme Court’... Accordingly, | the fear Chat 
patentees will be unwilling to grant licences if they are exposed 
to a revocation proceedings by licensees should be discounted as 

a basis for retaining licensee estoppel. 


There are practical commercial reasons why a licensee should be 
entitled to challenge the validity of his licensor's patent. 

If a patent is of doubtful validity, it may arise that many 
infringers are refusing to assume licences. Under these cir- 
cumstances, a licensee who has 'signed up' would be at a 
commercial disadvantage. The licensee would be burdened with 
paying royalties and he would be faced with competition from 
infringers who did not have to absorb such costs. Accordingly, 
s 88 of the proposed law would permit a licensee to extract 
himself from such a dilemma. 


The scheme proposed under s 88 is to permit a licensee to make 
royalty payments into court pending an adjudication on the validity 
of the patent. If the patent is held valid, then the escrowed 
royalties would be turned over to the patentee and the licensee's 
obligation to pay royalties under the licence would continue. Of 
course the licensee would also be charged with whatever court 

costs are ordered by the judge. 


On the other hand, if the patent should prove invalid, then, under 
s 71(2), the patent would be revoked as of the date of commencement 
of the proceedings for revocation. In this case monies paid into 
court would be turned over to the licensee and, pursuant to s 88(3) 
all future liabilities of the licensee would cease. 


The concluding words of s 88(4) are intended to ensure that a 
licensee is not prejudiced by reason of an attempt to determine 
the validity of a patent under which he is licensed. 


* Lear Inc v Adkins 395 US 653 (1969) 
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70 Federal Court Jurisdiction -- Licensing --_s 89 


This provision has been introduced to supplement and clarify the 
provisions of the Federal Court Act respecting the jurisdiction 
of the Federal Court in patent matters. As indicated earlier 
(supra p 255) the Federal Court presently has jurisdiction under 
that act in all cases in which a remedy is sought respecting a 
patent. The corresponding provisions under the Exchequer Court 
Act (s 22) have been the subject of judicial comment and some 
doubt has been cast on the scope that must be attributed to 
these words on account of constitutional limitations.* 


Without attempting an exhaustive analysis of the constitutional 
issues, s 89 has been proposed for inclusion in the draft law 
on the basis that the operation of the patent system would be 
well served by ensuring that the jurisdiction of the Federal 
Court extends to supporting the granting and enforcing of 
licences in respect of patents. If parliament has jurisdiction 
to create patent rights and to define the extent to which such 
rights may be licensed, then s 101 of the BNA Act would appear 
to authorize the creation of a court with jurisdiction to 
administer such provisions.** Section 89 has therefore been 
introduced with a view to supporting the voluntary licensing of 
patent rights by ensuring that a court with expertise in patent 
matters will be available to protect the interests of patentees. 


This section does not affect the jurisdiction of provincial courts 
or the right of any patentee to apply to such courts to enforce 
the terms of any patent licensing agreement. It gives the Federal 
Court concurrent jurisdiction in a manner similar to that created 
under the Federal Court Act in respect of claims arising out of 
any agreement relating to the carriage of goods in or on a ship 

(s 22(2)i) or contracts respecting marine insurance (S22 02 yr] 
passed in pursuance of the federal power over navigation and 
shipping. By providing patentees with a single federal arena 

for enforcing patent licence agreements the proposed law will 
advance the object of encouraging the voluntary licensing of 
patent rights and therefore the early dissemination of new 
technology. 
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‘a McCracken & Concrete Pipe Ltd v Watson (1932) Ex CR 83 
Kellogg Co v Kellogg (1941) SCR 242. 
- s 101 "The Parliament of Canada may, notwithstanding 


anything in this Act, from time to time provide 
for the ... establishment of any additional 
courts for the better administration of the laws 


of ‘Canada." 
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pea Execution and Seizure Against Patents -- s 89A 


This section applies to a confused and uncertain area of the law, 
namely the procedures governing the enforcement of judgment debts 
insofar as they apply to patent rights. 


At common law, a patent was not subject to seizure and sale by a 
sheriff under the standard execution procedures used to enforce 
judgment debts. This legal limitation was based on the theory 
that a sheriff could only sell that which he could seize, and 
since patent rights have no corporeal, tangible substance, they 
could not be subject to execution. Apart from the normal 
execution process the courts have always maintained an inherent 
power to appoint a receiver as a form of equitable execution. 

A receiver, in effect, stands in the shoes of a judgment creditor 
and has power to exercise all of the debtor's rights in order 

to recover sufficient revenue to satisfy a judgment debt. The 


courts have, however, been reluctant to exercise this jurisdiction 


out of a traditional caution generally associated with the use 
of special equitable powers.* 


Perhaps in view of this traditional reluctance, two provinces in 
Canada have passed special legislation authorizing sheriffs to 
seize patent rights under execution.** The Ontario provisions 


were apparently originally adopted on the basis that patent rights 


were analogous to rights in shares and dividends.*** 


If the seizure of rights held by a patentee were limited to the 


royalties due or accruing under patent licences, then the provisions 


of the Ontario and Saskatchewan Execution Acts would have little 
potential for interfering with the general scheme of the Patent 
Act. However, to the extent that these provisions purport to 
authorize the seizure of all the rights available to a patentee 
under a patent, certain problems potentially arise. 


Assuming that a sheriff were to 'seize' the rights of a patentee 
under his patent, would that seizure operate to deprive the 
patentee of the right to use the invention? Would a seizure by 
a sheriff in Ontario have any effect on the rights of the patentee 
in other provinces? Would the sheriff have the ability to issue 
licences or the duty to resist compulsory licence applications? 

/ 
Under the statutory provisions referred to, the sheriff is given 
express power to eventually sell such rights. While no case has 
apparently arisen where a sheriff has purported to restrain a 


* one Edwards & Co v Picard (1909) 2 KB 903; and Toronto 
Dominion Bank v CarTree International Ltd. (1967) 53 
CPR 271 (Saskatchewan). 


xk Ontario —- RSO 1970 152 S 17% Saskatchewan - $S 1969 C 18 a am 


*** Statutes of Ontario 1903, 3 Edw VII c 7 s 17. 
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patentee from using a patented process or manufacturing a patented 
product, the possibility of such an interference arising would be 
inherent in the event that such rights were actually sold to a 
third party. 


Problems relating to the priority of seizures and assignments 
could also arise. According to the statutory provisions of 

the provincial legislation the interests of the patentee as a 
judgment debtor are supposedly bound from the time that a notice 
is given to the Patent Office. From time to time such notices 
are actually received by the Patent Office. Since the provincial 
statutes have no authority over officials within the Patent 
Office, these letters are simply placed on the correspondence 
files of the patents to which they relate. 


On the other hand, s 53(4) of the present act specifically governs 
the priority of any assignment of a patent and provides for the 
entry of such transactions in the registers of the Patent Office. 
These provisions will be continued under the proposed law (s 81). 
It is possible, therefore, that the provisions of the provincial 
legislation and the federal patent law could come into conflict. 


In order to remove the potential for such a conflict and in order 
to provide a more flexible and better organized system for 
attaching the interests of patentees who are subject to judgment 
debts, s 89A grants exclusive jurisdiction to the Federal Court 
to appoint a receiver to exercise the rights of a patentee. By 
including these provisions in the proposed law, the patent rights 
of judgment debtors will stand on an equal footing with other 
assets and property rights and will be made available to satisfy 
the entitlements of judgment creditors. The scheme of s 89A, 
however, will ensure that such rights will be enforced with a 
minimum of interference to the interests of patentees and the 
scheme of the patent law. Under s 89A(4) the receiver will be 
entitled to issue licences or even transfer the patent, if the 
court so approves. At the same time, the patentee will have 

the opportunity under s 89A(5) to continue manufacturing, thus 
preventirg undue hardship arising from the loss of the right to 
carry on business. By granting the federal courts exclusive 
jurisdiction over such procedures, the potential for conflict 
with various provincial proceedings will be eliminated. * 


With a single judicial authority involved in such matters, a 
consistent judicial policy for supervising the activities of 
such receivers can be established for all of Canada. Constitu- 
tionally, on the basis of the considerations discussed with 
respect to s 89 (supra p 281),this section can be justified as 
ancillary legislation in legitimate support of the operation of 
a federal patent system. 
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dl The potential for such a conflict has been recognized by 
the US Supreme Court - cf Stevens v Gladding 17 How 447 
(1854). 
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CHAPTER 9 -- ADMINISTRATION 


This chapter deals with the establishment of the Patent Office, 
the Commissioner of Patents, and such further technical provisions 
as are necessary to facilitate the implementation of the patent 
law. This includes provisions respecting the activities of patent 
agents and other persons commercially involved in the exploitation 
of inventions or patent rights. 


1 Establishment of the Patent Office and the Commissioner | 
of Patents -=.ss 90 and 9l 


ee 


Sections 90 and 91 follow the structure of the present law in 
providing forthe establishment ofa, Patent Office <and.the aps 
pointment of a Commissioner of Patents. The reference in s 90(1) to} 
"agency" has been added to provide the government with the 
flexibility to attach the Patent Office to a separate bureau 
or crown agency rather than under a government department if 
the government should choose to do so. Further, the scheme 

of these two sections and, as well, other features of the pro- 
posed law, result in a drafting structure for the proposed law 
that differs somewhat from that existing under the present 
acts 


Under the present Canadian patent law many procedures and act- 
ivities are attributed to the Commissioner of Patents. Some are 
merely administrative and may therefore be delegated. Others 
are quasi-judicial responsibilities which require the 

personal involvement ot the Commissioner. Unfortunately, 

the distinction between these two types of activities is, 

in many cases, unclear throughout the present legislation. 


By way of example, references to various activities which are 
assigned to the Commissioner throughout sections of the present 
Patent Act are listed as follows: 


S yi. the Commissioner shall inform (applicants 
whether certain applications are pending) ; 


Sod6 the Commissioner may refuse to recognize 
(persons as patent agents); 


NN SS Oe 


s 20(2) the Commissioner is to determine (the amount 
of crown compensation) ; 


s 20(6) --.(secret applications) shall be placed in a 
packet sealed by the Commissioner; 


S422 applications that edn the opinzoned& the 
Commissioner (relate to atomic energy) shall 
be communicated by the Commissioner to the 
Atomic Energy Control Board; 


Sato --- (applicants may nominate representatives) 


within such period as the Commissioner may 
allow; 
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ee .--(nominated representatives) shall be 
recorded as such by the Commissioner; 


s 31(4) ..--(new appointments may be supplied) 
within such periods as the Commissioner 
may allow; 


Examples of other sections in the present law that expressly refer 
to duties which are assigned to the Commissioner include ss 32, 
ees 36.42) 3 9 CL er 0 3.263)7 (4061). 4 41.63) 24h 04), 4254374542), 
Me, AS tenets 69), 47 » 53.63). 66 (1) » 68a, .68by:70C2), 712) 

mand 71(3). 


In considering the above list of responsibilities assigned to 

the Commissioner, doubtless no applicant would object if such 
procedures as a s 1l response, the sealing of a secret applica- 
tion under s 20(6) or the dispensation of the requirement for 
drawings under s 39(3), for example, were carried out by employees 
within the Patent Office. On the other hand, it is quite possible 
that objections could arise if the Commissioner were to assign 

to other persons the activities of fixing compensation for 
Micences under ss 41(3), (4) or 68; a decision under s 33s 2h we 
allow one of joint applicants to proceed against the objection 

of another joint applicant; a decision under s 42 to refuse an 
@pplication, or a decision under s 45(7) as to the prior inventor 
in the case of a conflict. All these decisions would, under 

the present act, be made by the Commissioner. Of course, he 


| would usually do so taking into account the advice of members 


of the Patent Office staff. But the Commissioner would, in 
every case, personally review the relevant issues and make the 
requisite decisions. This distinction is not, however, clear on 
the face of the present act. 


In order to avoid confusion as to the actual procedures which, 
under the proposed law, must be carried out by the Commissioner, 
the various steps in the granting of patents and other procedures 


under the act are allocated either to the Patent Office, the 
Commissioner in his personal capacity, or the Patent 


| =Buthority. Accordingly, under s 90(2) the Patent Office is 


A 


assigned the responsibility of carrying out those functions 
assigned to the Patent Office under the act. These would include 
those cases where express reference is made to responsibilities 
of the Patent Office, (ie the publication of applications under _ 
s 40(1); the reception of applications under s 42(1); the reception 
of instruments effecting transfers of rights in patents under 

s 81(1); the dissemination of technical information under s 90(2); 
and all matters assigned, under the authority of s 91 (3), aby-the 
Commissioner of patents, to be carried out by the Patent Office. 


While throughout the proposed law the Commissioner is given 
responsibility to ensure that appropriate steps and proceedings 
are carried out, where it is intended that the Commissioner 
shall have power to assign responsibilities to the Patent Office 
and its staff the proposed law follows a form of expression by 
which the Commissioner 'causes' specified things to occur. 
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For instance, under s 42(1) the Commissioner is required to 

"make provisions for the reception and examination of applica- 

tions" within the Patent Office; under s 41(4) the Commissioner | 
} 


"Shall cause the applications... to be kept in secrecy"; s 43(5) 
allows that the Commissioner "may... provide (for the introduction | 
of further evidence) in intervention proceedings"; s 43(7) states 
that the Commissioner shall "make provision for the preparation 
and delivery of written reasons" regarding the disposition of 
intervention submissions. And where a patent application is | 
found to be allowable by the appropriate examining staff within 
the Patent Office, the Commissioner "Shall cause a patent to be 
granted" according to s 44(4). In this manner it is hoped that 
no guestion should subsequently arise as to the validity of any 
step taken within the patent office without the personal 
involvement of the Commissioner. * 


Dealing now with the actual provisions of ss 90 and 91, it should 
be noted that s 90(2) explicitly assigns to the Patent Office an 
information-dissemination responsibility. This provision will 
ensure that, in the future, the Patent Office has statutory authori. 
to allocate funds to provide an information service. The impor- | 
tance of the dissemination of technical information was one of ) 
the major themes of the Economic Council's report and is | 
recognized under the list of objects for the proposed patent 
law (s 3(l)e). | 
| 
| 


The provisions in s 91(1) that the Commissioner shall exercise his | 
powers "under the direction of the minister" follows the wording 

of s 63(2) of the Trade Marks Act rather than s 4(1) of the existin 
Patent Act. This wording better reflects the independence of the | 
Commissioner. The appointment, as well, is changed from one made 
by order in council to one made pursuant to the Public Service 
Employment Act. 


and (5) in accordance with the provisions of present s 4(2). 
Section 91(6) is new in that it gives the Commissioner complete 
discretion to refer an issue of fact to be decided by the 
Federal Court. Under the present Patent Act, s 71(3) allows 
the Commissioner, with the approval of the minister, to refer 
compulsory licensing proceedings, or any issue of the fact 

arising therein, to the Federal Court. Since s 91(6) is 

restricted to issues of fact, the approval of the minister will 

no longer be a necessary requisite. 


The powers of the Commissioner are particularized under s 91(4) | 


2 Seal of the Patent Office and Evidence in Legal 
Proceedings -- s 92 


Sections 92(1) and (2) follow generally the wording of present 
s 13. The introduction of the! qualification ain’s 92'(L))-that 


| 
| 
Section 91(7) is a reproduction of s 25 of the present act. 


x Some provisions of this type already appear in the 


present law. For instance, see ss 13, 15(2), 
otf POO Pye a ie) Anil ea ly, 


=o. 


| 


———— 
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the sealing of documents is subject to regulations 1s intended 


‘to allow for the dispensation of sealing of patents generally, 
if this should be decided to be appropriate in the future. 


Section 92(3) is a new provision. While incorporation of a prima 
facie or rebuttable presumption of truth respecting Patent Office 
records may be redundant in view of the provisions of the Canada 
Evidence Act (RSC 1970 c E-10, s 26), such a provision already 
exists under the present Copyright Act (RSC 1970 c c-30, s 36). 


Section 92(3) permits, however, admission of copies of Patent 


Office records before the courts under the seal of the Patent 
Office, without the requisite affidavit by a member of the 
Patent Office's staff, as would be required under the Evidence 


| Act. 


Section 92(4) continues the convenient provision existing under 


present s 14. This section permits court hearings to proceed 


on the basis of apparently certified copies of foreign patent 
office documents without the necessity of proving the genuine 
character of the certificate. Of course, it will still always 


_be possible to impugn fraudulent documents. 


3 Patent Office Records and Publication of Information -- s 93 


This section governs the nature of the records which are to be 
kept by the Patent Office. Under s 93(1) the expression "Register 
of Patents" is avoided and the nature of records to be kept is, 
under s 93(2), governed by regulation, thereby allowing a maximum 
of flexibility with respect to future Patent Office information 
storage systems. The intention is to ensure that there will be no 
statutory barrier to adoption of the most modern information 
systems as may become available. 


Sections 93(3) and (4) deal with the extent to which the records 


of the Canadian Patent Office are to be available to the public. 


Following the provisions of present s 10, the public are given 


a statutory right of access to the records listed. This: List 


| May, under s 93(4)d, be extended by regulations. Section 93(5) 


ensures that the public has a further statutory right to obtain 
copies, subject to an appropriate fee, of any documents available 
for public inspection at the Patent Office. 


4 Duties of Officers and Staff of the Patent Office -- ss 94 
& 95 meme in atata Ts 


Under the present statute, present sections 5 and 6 expressly 
refer to the creation of the position of Assistant Commissioner 
and the appointment of principal examiners, examiners, associate 
examiners and assistant examiners, etc. Under proposed s 94(1) 
all staff within the Patent office under the Commissioner will 
be appointed in accordance with the Public Service Employment 
Act. While the Commissioner may doubtless continue to retain a 
senior officer who will act as his assistant, s 94(2) will allow 
flexibility as to the appointment of a person to serve as Acting 
Commissioner in the event of the absence of the Commissioner. 
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employees within the patent office to deal in invention rights. 
Section 95(2) is a new provision which, while possibly redundant 
in view of the oath of secrecy required under the Public Service 
Employment Act, is intended to reassure members of the public 
that their communications with the Patent Office will be main- 
tained in confidence. This may become of particular importance 
where, under the laws of foreign countries, inventors lose the | 
right to apply for a patent if any disclosures of their inventiems 
have been made other than in confidence. In the event that a 
Canadian patent applicant abandons his first Canadian filing, 

s 95(2) may assist in foreclosing objections in foreign jur- 
isdictions that his invention has been disclosed in conversations © | 
with Patent Office staff. | 


| 
Section 95(1) follows present s 7 in restricting the right of 
| 


5 Amendment Within the Patent Office to Correct Clerical 
Errors -- s 96 


This procedure, by which the records of the Patent Office may be | 
amended is a standard provision already existing under s 8 of the | 
present law. It is developed in greater detail under s 96, | 
following the proposals set out in the report of the Ilsley 
Commission (part ITI ss! 3-and 4)... 2 1s appropriate te give 
interested persons a statutory right of notice as provided 
under s 96(4) whenever an amendment of apparently clerical 
nature is proposed to be made since it is always possible 

that provisions which at first appeared to be 'clerical', may 
turn out to have substantive significance. 


6 Regulation Of Patent Agents “and Services Respecting 


Inventions -- ss 97 and 98 


These sections deal with the regulation of those persons engaged 

in various activities respecting the preparation, filing and 
prosecution of patents for inventions and other commercial act- 
ivities related to assisting inventors in the exploitation of their 
ideas. 


ee 


The provisions under the present Patent Act respecting patent | 
agents are relatively short and give little guidance as to the | 
manner in which the practice of this profession is to be subject 

to supervision. Present s 15(2) provides that recognition as a | 
patent agent is to be granted in accordance with regulations made | 
by the Commissioner with the approval of the Governor in Council. 
Present s 16 gives the Commissioner power to suspend such : 
recognition “for gross misconduct or any other cause ‘that he | 
may deem sufficient". 

| 
While extensive provisions governing patent agents exist under 

the present rules (viz 130-145), detailed standards of professional 
responsibility are not set out therein. The réle played by patent | 
agents in drafting patent documents will determine the scope of 
rights of inventors under patents. Accordingly, the activities 
of such persons is of such importance that extensive provisions 
respecting the regulation of their activities has been included 
in the proposed law. 
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Section 97 provides for recognition of persons now known as 


DO 


ee 


‘registered patent agents' in accordance with procedures to be 
established by regulations. Section 97(3) makes express pro- 
vision for the disposition under future regulations of the 
issue of whether a corporation or partnership should be 
entitled to recognition as a registered patent agent. This 
question was reviewed in considerable detail in the report 

of the Ilsley Commission (pp 120-122). Some suggestions have 
been made within the legal profession in Canada that lawyers 
should be entitled to incorporate to assist them in the 
structuring of their financial affairs. Section 97(3), unlike 
the proposals of the Ilsley Commission, would leave open the 


possibility that corporations might be entitled to recognition 


as patent agents at some future date. Further, statutory 
authority is given so that the status of partnerships can 
also be clarified under regulations. 


Section 97(5) is intended to indicate the scope and type of 
regulations which might be passed governing persons recorded 
under this section. Again, it must be emphasized that such 
regulations need not necessarily be passed immediately. Rather, 
the intention is to establish a statutory authority for the 
creation of such regulations, leaving discussion as to the 
nature of regulations for a later date. 


The present act is deficient in that, while the Light LO Prachi ae 
before the Patent Office is only available to registered patent 
agents, no express prohibitions exist against the provision of 

the services of preparing applications for subsequent filing under 
the name of an inventor. The Commissioner of Patents has indicated 
his concern in this respect through a notice in the Patent Office 
MeeordofsApril 1, 1975.(p.xi)...iIn that notice the Commissioner 
invited submissions from patent agents on the propriety of 
procedures whereby registered patent agents accept instructions 
from persons (other than applicants) who are themselves unauthorized 
to practise before the Patent Office. Various submissions received 
have indicated that there is real concern that such practices 

may be taking place to the detriment of inventors whose applica- 


tions are, in reality, being prepared by persons who have not 


demonstrated their qualifications by successfully passing the 
requisite Patent Office examination procedures. As indicated 
earlier, the preparation of patent documents 16 a,cructalsactivity 
which will affect the validity and scope of rights which may 
accrue to inventors, both under the Canadian patent law and under 
the patent laws of foreign countries. : 


Concern has been growing in the United States that many inventors 
are being misled by invention-marketing developers who undertake 
to assist inventors for a fee in exploiting their invention 

rights.* In California a bill was introduced in 1975 to provide 


ne ee re ne a ee 
a cf Article, Los Angeles Times, Wednesday, August 21, 1974 
entitled "Firm Accused of Milking Inventors Out of $1 Million"; 
the Wall Street Journal, November 30, 1973 "Caveat Inventor -~ 
Concerns that Promise to Assist Gadgeteers Are Disappointing 
In September, 1975, the US Federal Trade Commission 


(continued) 


Many". 
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legislation protecting consumers from fraudulent advertising and 
marketing techniques on the part of "invention development" firms.*) 
This bill requires that certain mandatory disclosures be made by 
such firms; that such firms post a bond; it establishes a cooling-= 
off period for contracts made with such firms and other specific 
restraints. The bill is not intended to interfere with the 
activities of legitimate promoters but rather to protect inventors 
from losing, through assignment or unsophisticated patent draft- 
smenship, a portion of their invention rights. 


It is with these background considerations in mind that s 98(1l)b 
has been drafted to extend beyond the scope of the present law | 
to prohibit unqualified persons from assisting inventors, for | 
compensation or reward, in the preparation of documents relating 
to patent applications. Sections’ 98(1)c and d extend”the “prena | 
bitions of subsections (a) and (b) to the carrying out in Canada | 
of the equivalent activities, for the purposes of obtaining 
patent protection in foreign countries. As has been indicated, | 
such rights are equally or more important than Canadian patent 
rights and, accordingly, Canadian inventors deserve equivalent 
protection. 
Section 98(l)e applies to activities outside the normal proceedings) 
relating to obtaining patent rights. It is intended by this 
prohibition to make provision for possible future regulations / 
requiring invention-marketing agencies operating in Canada to . 
apply for recording with the Patent Office. While such agencies | 
| 


would not be given the status of registered patent agents for 
the purpose of carrying on patent office prosecutions, the intentio 
is that, in the absence of registration, they would not be entitled) 
to advise, for a fee, on the exploitation of patents or inventions. 


While section 98(1) is a prohibitory provision, it is anticipated 
that, initially, registration requirements for certain classes 
of activities under s 98(1) might be nominal. However, in the | 
event that complaints are received from members of the public, 
through the registration requirements a means will exist to | 
establish substantive regulations as the need arises. | 


Section 98(2) is a conventional prohibition against misleading 
representations. While this prohibition may overlap in part 
recently -introduced prohibitions under the Combines Investigation 
Act*, s 98(2) goes further by prohibiting unauthorized persons 
from holding themselves out as available to carry on activities 
reserved to registered patent agents under s 98(1). 


% (continued) 


issued a complaint against a certain idea promotion firm - 
Bureau of National Affairs, 244 PTCJ A-6. 


“ California Assembly Bill 485 introduced January 15, 1975 by 
Assemblyman Bannai. 


Section 18, Bill C-2, "An Act to Amend the Combines Investi- 


gation Act" passed on third reading by the House of Commons | 
On October 16, 1975. 


ol 5) a 


Section 98(3) establishes a further activity which may only be 


carried on by registered patent agents or by qualified legal 


persons. This section applies to the provision of legal advice 


| 
{ 


—— 


respecting the validity of a patent or questions of infringement. 
Through this section statutory recognition will be given to the 
competence of registered patent agents to evaluate the issues 

of validity and infringement as a service for clients. Such 
services are regularly given today and no question should exist 
about the right of patent agents to do so in view of the fact 
that, prior to the grant of a patent, they are exclusively 
qualified to assist their clients in arguing questions of 


patentability before the Patent Office. The reference to 


barristers and solicitors under s 98(3) is intended to assure 
that this provision does not interfere with the usual rights 


of lawyers recognized under provincial law to give legal advice. 


As a corollary to s 98(3), s 98(4) extends the customary solicitor- 
client privilege arising with respect to communications with a 
lawyer to encompass communications between members of the public 
and their registered patent agents covering the issues of validity 
and infringement of a patent, and as well, compulsory licence 


‘proceedings. 


The Patent and Trademark Institute of Canada (PTIC) has made 
express representations to the government indicating that, in 
their view, it would be desirable to clarify the extent to 

which communications between patent agents and their clients 
should be entitled to legal privilege. The PTIC suggests in 

its submission that patent agents, in advising their clients 

as to rights under the Patent Act, are in much the same position 
as solicitors in court proceedings. Accordingly, they recommend 
that a legal privilege should be established extending to the 
preparation and prosecution of patent applications, as well as 
to communications between a person and his patent agents made 

in contemplation of court proceedings.* 


In making this proposal the PTIC cites from a standard legal 
text the basic rationale for the principle of legal privilege 
as follows: ** 


q The Institute proposed that the following draft section 


be placed in the Patent Act: 


(1) The professional privilege that applies to com- 
munications between a solicitor and his client when the 
solicitor is acting as such, and the privilege that 
applies in contemplation of litigation between a solicitor 
and others on behalf of his client, shall be deemed to 
apply to a patent agent when acting as such. 


(2) In this section "patent agent" means a person or 
firm whose name is entered on the register of persons and 


firms entitled to represent applicants in the presentation 
and prosecution of applications before the Patent Office. 


** Phipson On Evidence, llth edition, p 586. 


me eee 


"The rule is established for the protection of the 
client, not of the lawyer; it is founded on the 
impossibility of conducting legal business without 
professional assistance, and on the necessity, in 
order to render that assistance effectual, of 
securing full and unreserved intercourse between 


the two.” 


It must be noted that the proposal of the PTIC is to establish 
legal privilege not with respect to litigious proceedings before 
the courts or compulsory licence proceedings, but rather only 

in proceedings before the Patent Office in anticipation of the 
grant of a patent. 


Cases have arisen both in the United Kingdom and in Canada in 
which claims to legal privilege for communications between a 

man and his patent agent have been rejected. * On the other 
hand, the common law in the United States on this point can only 
be described as fluid.** 


The situation in the United States is somewhat confused by the 
fact that a large number of patent practioners are, in fact, 
qualified as attorneys at law. 


On the other hand, statutory provisions have been introduced in 
the United Kingdom and under the Australian Patents Act which 
establish legal privilege with respect to communications between 
patent agents and their clients. *** 


Taking these background facts into consideration, the proposed 
law under s 98(4) creates a privilege with respect to communica- 
tions with patent agents on questions of validity or infringement 
of a patent or associated with licensing procedures under the 
act. This is a narrower form of privilege than that proposed 

by the Patent and Trademark Institute of Canada, or existing 
under the UK or Australian laws. 


It 1s proposed to create a privilege on the principle that the 
fundamental object of legal privilege is to ensure persons 

that they have recourse to legal advice when they wish to 
extricate themselves from a possibly detrimental legal situation. 
According to this view, under the provisions of s 98(4) no 
privilege will arise in respect to steps taken to obtain the 
grant of a patent. 


* Moseley vs Victoria Rubber Co. (1886) 3 RPC 354; McKercher 
vs_ Vancouver Iowa Shingle Co. (1929) 4 DLR 231, 2 WWR 287. 


See also the New Zealand case Gain Milking Co. v MacEvans 
& Co. (1914) 33 NZLR 1008 to similar effect. 


See the review of authorities on attorney-client privilege 
in Eutectic Corp vs Metco Ine (1973) 180 USPQ 570 and the 
article by B.W. Sandt entitled "Privilege and Corporate 
Patent Soliertacron” 56 .JP0S 439. 


*** UK Civil Evidence Act, 1968, s 15; Australian Patents Act, 
TI52=1 966, 5° PSatlAy. 
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plicants for patents and their agents are expected to deal with 

he Patent Office in utmost good faith. The proposed law contains 
tensive provisions reflecting the obligation of applicants to 

| ke full disclosure before the Patent Office.* A person seeking 
grant of a patent is not in the same position as a litigant who, 

f he investigates his own case thoroughly, may produce or communicate 
acts fatal to his cause. A patent applicant is not in need of 
privileged access to legal advice in order to assess his plight. 


A similar concept has been suggested with respect to legal privilege 

| arising from communications with a lawyer. In the case Susan 
Hosiery Ltd v the Minister of National Revenue (1969) 2 Ex CR 27, 

President Jackett** observed, by way of example, that where a 

solicitor orders a survey of land for the purpose of preparing 

a contract, the information arising from such survey would not 

be privileged. This would be an example of a situation where 

no need arises for the client to have access to a lawyer in order 

to extricate himself from legal difficulties. By analogy, a patent 

applicant does not need the protection of legal privilege when he 

requests his patent agent to apply for a patent on his behalf. 


Section 98(4), in defining the nature of the legal privilege 

granted, adopts by reference the privilege existing under the 

| laws of various provinces of Canada respecting communications 

Math, by or for lawyers. Tdeally,.it would.u.be, preferable 5 

the proposed law were to codify the nature of that priviteges 

Attempts have been made to define the nature of solicitor-client 

privilege***.However, the common law would appear to be still in 

a state of development. It is not completely settled whether 
rivilege applies only with respect to communications, or extends 

a well to. facts obtained by a legal advisor or by a client in 

‘the course of preparing a case for litigation. Privilege 

accruing to this latter type of information is described under 

S law as protecting a litigant's "work product + .****,\hecordingly, 

Is 98(4) adopts by reference the existing type of privilege 

mecognized in respect of communications with lawyers in order 

to incorporate further jurisprudence as it develops as part of 

‘the patent law. 


i eee 
See s  42(4)e for disclosure requirements and s 71(1)d and e 
respecting failure to make proper disclosures. 


ee Now Chief Justice, Federal Court of Canada. 


*** Under the Income Tax Act, RC 1970 c I~-5, § 187 defines this 
privilege as: "...the right, if any, that a person has in a 
superior court in the province where the matter arises to 
refuse to disclose an oral or documentary communication on 
the ground that the communication is one passing between 
him and his lawyer in professional confidence..." 


*e** cf Hickman v_ Taylor (1947) 329 US 495, US Supreme Court. 
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7 Designation of Representatives == 1S 99 


This section substantially follows the provisions of s 31 under 
the present Patent Act. The object of these provisions is to 
require foreigners to establish a Canadian address for all 
correspondence with the Patent Office and for purposes of service 
in legal proceedings. The penalty for noncompliance with the 
designation requirements of this section is the suspension of 

any entitlement to receive damages in respect of infringements 
arising during a period of default (cf s 64(b)). 


Section 99(1) requires the appointment of a person registered 
under s 97 rather than simply an address for service in Canada, 
as presently allowed under existing s 31. This change is con- 
Sidered desirable since persons recorded under s 97 may be 
reguired by regulations to keep proper records of those whom 
they may represent. Such control would be impossible or imprac- 
tical if patentees were to nominate other persons or bodies such 
as banks. 


The presumption of proper legal service established under s 99(2) 
arises against all persons having an interest in the patent. 

This would include persons holding liens or licences with respect 
to the patent. These persons, in order to ensure that they will 

receive notice of any proceedings affecting the patent, will have 
to contract with the patentee for the right to be notified of any 
proceedings affecting their interest. 


Sections 99(3), (4) and (5) govern the procedure for changing 
the designated representatives or dealing with a situation where 
there is a failure to designate a representative. Section 99(3) 
departs from the provisions of present s 31(3) by making it 
mandatory for an applicant or a patentee to advise the Patent 
Office as soon as there is a change in the name or address of 
the latest recorded representative. 
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CHAPTER 10 - PROHIBITIONS AND OFFENCES 


(his chapter defines certain activities which are explicitly 


prohibited. The distinction between a prohibition and an 


offence, for the purposes of this chapter, is that criminal 


penalties will apply with respect to offences; prohibitions 


will only be enforced on the initiative of interested persons. 


e | False Marking and Advertising -- s 100 


Section 100(1) replaces present ss 78(a) and (b). The intention 
is to prohibit representations by infringers to potential pur- 
chasers that a patented product has been made under licence 
from the patentee. While such false representations may also 
be covered by provisions under the Combines Investigation Act, 
this prohibition is included in the proposed patent law in view 
of the civil remedies available to patentees under s 100(3). 
Section 100(1) is extended to cover persons applying for a 
patent as well as patentees, since exhaustion will arise 

with respect to goods sold by a person who subsequently 
acquires a patent, whether sold before or after the patent 

is granted. 


Section 100(2) replaces present s 78(c). The new section, however, 
extends to advertising and, as well, to false representations that 
a patent application is pending. This section is subject to sub- 
sequent criminal sanction under s 102(3). 


Section 100(3) provides a right of civil remedy, using s 53 of 
the present Trade Marks Act aS a model. In s 100(3) the Federal 
Court is given exclusive jurisdiction, following the earlier 
arguments (supra p256) regarding the desirability of restricting 


patent proceedings to a single court in order to sustain judicial 
expertise in the field of intellectual property. 


B2 Remedy for Groundless Threats -- s 101 


This is a new provision for inclusion in the Canadian patent law. 


It deals with the case where a person, claiming that he has valid 
patent rights, intimidates other persons into withdrawing from a 
commercial activity alleged to be subject to patent restraints. 
Under such circumstances, other persons who may have been dependent 
on the commercial activities of the intimidated party may suffer 
considerable commercial loss. The purpose of s 101 is to ensure 
that such commercial loss is recognized as a legal wrong in cases 
where the allegations of infringement were unfounded. 


Section 101 follows generally the provisions of s 65 of the present 
UK Patents Act. These same provisions appear to have been used as 
a model for the proposals of the Ilsley Commission (part XI, s 7, 

© 109). 
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Section 101 may appear, on first sight, to duplicate the provisions 
of s 7(a) of the Trade Marks Act. That section provides: 


"7, No person shall 


(a) make a false or misleading statement 
tending to discredit the business, wares 
or services of a competitor;" 


ee ee 


This section has been applied in Canada as providing grounds for 
compensation in cases where false threats of infringement have 
been made.* However, it applies only where threats have been 
made against a competitor. It does not appear to provide a 
remedy to a third party, not in competition with a threatening 
patentee, who is dependent upon goods being manufactured by an 
alleged infringer. Under such circumstances, s 101 would apply. 


The provisions of s 65 of the UK Patents Act respecting threats 
were reviewed by the Banks committee. In that report it was 
proposed that the UK provisions be revised so that they would 
not apply in the case of threats made against persons manufact- 
uring or importing articles which are alleged to infringe (para 
275, p 78). This proposal was made out of concern for the 
dilemma of patentees who feel intimidated against giving 
warnings that their rights may be infringed. In this respect, 

s 101(3) assures that patentees will have the right to advise 
persons of the possibility that they may infringe by informing 
them of the existence of a patent. But the real issue is 
whether patentees should bear the burden of any loss arising 
from circumstances where they successfully intimidate people on 
the basis of claims to legal rights which, in fact, do not exist. 
It is with this consideration in mind that the exceptions pro- 
posed in the Banks Report have not been incorporated into s 101, 
even though they appear to have been endorsed in the UK govern- 
ment's consultative document (p 21). 


Under s 101(4) the Federal Court is given exclusive jurisdiction 
in such proceedings for the reasons indicated earlier (supra 
Dp 256. 6 2282). 


3 Offences -- s 102 


Section 102 prohibiting false representations is a reproduction 
of s.79 o£ the, present) Patent Act. - dhe, only, change is: that: the 
amount of the maximum fine has been increased from $500 to $5,000. 
While ‘fraud on the Patent Office" by applicants. for patents is 

a ground for revoking a patent under the provisions of s 71(d) 

and (e), s 102\(1);would provide.a,turther ‘criminal: sanction. 

This section would apply not only to members of the public 
dealing with the office, but also to employees within the 

Patent Office. 


* S_& S Industries v Rowell, (1966) SCR 419, Supreme Court 
of Canada. 


ae Oe 


he prohibition against unauthorized practice established under s 
‘98 is sanctioned by the criminal penalties allowed under s 102 
(2). In the absence of any express provisions in the Patent Act, 
ijg@) 115 of the Criminal Code would apply. That section provides 
for a maximum punishment of two years imprisonment for the willful 
contravention of any act of parliament where no other penalty is 
provided. Inclusion of s 102(3) displaces the application of 
the Criminal Code provision and substitutes a more modest penalty. 
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APPENDIX A 


From Study No. 15 prepared for the United States Senate Committee 
of the Judiciary, Sub-Committee on Patents, Trademarks and Copy- 
rights by Fritz Machlup (footnotes omitted). 


AN ECONOMIC REVIEW OF THE PATENT SYSTEM 


II. HISTORICAL SURVEY 


Cc. The Rise of an Antipatent Movement (1850-1873) 


During the second quarter of the 19th century various groups 
pressed for the strengthening of the patent system and for its 
expansion. In Britain, they wanted patents made more easily 
obtainable and more effectively enforceable. In Germany a unified 
patent system was sought after an agreement of the Zollverein in 
1842 had reduced the value of patents by permitting patented 
articles to be imported from member states. Petitions in 
Switzerland, partly inspired by German interests, asked for patent 
legislation. Provoked by such pressures and in line with the free- 
trade movement of the period, an antipatent movement started in 
most countries of Europe. 


Parliamentary committees and royal commissions in Britain investi- 
gated the operation of the patent system in 1851-52, in 1862-65, 
and again in 1869-72. Some of the testimony was so damaging to 
the repute of the patent system that leading statesmen urged its 
abolition. A patent-reform bill, providing for stricter examina- 
tion of applications, a reduction of the term of protection to 7 
years, and compulsory licensing of all patents, was passed by the 


House of Lords. 


In Germany several trade associations and chambers of commerce 
recommended abolition of the patent laws, the Kongress deutscher 
Volkswirte in 1863 condemned "patents of invention as injurious 


to common welfare"; the Government of Prussia decided to oppose 


the adoption of a patent law by the North German Federation; and 


Chancellor Bismarck in 1868 announced his objections to the 


principle of patent protection. 


In Switzerland, the only industrial country of Europe that had 
remained without patent legislation, the legislature rejected 
proposals in 1849, 1851, 1854, and twice in 1863, the last time 
with a reference to the fact that "economists of greatest compe- 
tence" had declared the principle of patent protection to be 
"pernicious and indefensible". 


In the Netherlands the majority of the Parliament was convinced 
that "a good law of patents is an impossibility". The abolitio- 
nists won and, in 1869, the patent law was repealed. 


D. The Victory of the Patent Advocates (1873-1910) 


The tide turned in 1873, when the antipatent movement collapsed 
rather suddenly, after a most impressive propaganda campaign by 
the groups interested in patent protection. The following reasons 
have been given for the sudden change: the great depression, the 
rise of protectionism that came with it, the rise of nationalism 
and the willingness of the patent advocates to accept a compromise, 


The free-trade idea had been the chief ideological support of the 
antipatent movement: patent protection had been attacked along 
with tariff protection. Now, "thanks to the bad crisis", publie 
opinion had turned away from "the pernicious theory of free compe- 
tition and free trade" (Reichstagsabgeordneter Ackermann, Opening 
the debate on the German patent bill in 1877). 


The strategic compromise was the acceptance of the principle of 
compulsory licensing — of compelling all patentees to license 
others to use the invention at reasonable compensation.* This 
idea had been proposed in 1790 in the United States Senate, in 
1851 in the House of Lords in Britain, in 1853 by a German 
official, in 1858, 1861, and 1863 at various conferences of Britian 
scientific organizations, and now in 1873 at the Patent Congress 
held at the Vienna World's Fair. The patent advocates and the free 
traders compromised on this general limitation on the patentees' 
monopoly power. (Despite the resolution of the Patent Congress, 
the actual adoption of compulsory licensing has been rather slow 
in some countries, and is still resisted in the United States of 
America.) 


The defeat or disappearance of the opposition was reflected in the 
actions of the legislatures of several countries. In Britain the 
drastic reform bill that had passed the House of Lords was with- 
drawn in the House of Commons in 1874. In Germany a uniform 
patent law for the entire Reich was adopted in 1877. Japan, which 
had adopted her first patent law in 1872 only to abolish it again 
in 1873, enacted another law in 1885. Switzerland, more conser- 
vative than other nations, held out longer; a referendum in 1882 
still rejected patent legislation, but a new referendum in 1887 
enabled the legislature to pass a law. Patentability of inventions 
in the chemical and textile industries was limited by a requirement! 
of mechanical models for all patented inventions. But this limi- 
tation was deleted from the law by an amendment in 1907, after 
Germany had threatened higher tariffs on certain Swiss products. 
The Netherlands, the last bastion of "free trade in inventions", 
reintroduced a patent system in 1910, to become effective in 1912. 


* It was widely held that the compulsory-licensing compromise 
"saved the patent system". Paul Beck von Mannagetta, Das neue 
Osterreichische Patentrecht (Vienna: HSlder, 1897), p 17. "They / 
wanted to eliminate the objection that a patent granted a mono- 
poly." Franz Wirth, Die Patent-Reform (Frankfurt a. M.: 1875), 
D169, notes 14, -p: 102. 


APPENDIX B 


FROM THE 1960 REPORT OF THE CANADIAN ROYAL COMMISSION 
ON PATENTS OF INVENTION 
(The Ilsley Commission) 


Section 3. Should the Paient System be Maintained? 


In the Second Interim Report of the Swan Committee the Committee said 
(para. 7) that in approaching the inquiry they felt it necessary to consider first the 
croad fundamental question whether the maintenance of “our patent system upon 


its present basis is justified as being still conduci i 
, ee a 8 ucive to the attainmen 
objects for which it was originally designed”. Be 


Para. 9 of the Second Interim Report is as follows: 


“The theory upon which the patent system is based i i 
acquiring exclusive rights in an invention stimulates | trite edie Reavy te “i 
ways: first, that it encourages research and invention; second that it induc “ae 
inventor to disclose his discoveries, instead of keeping them as a trade secret; ‘third, 
that it offers a reward for the expense of developing inventions to the stage at iaeh 
they are commercially practicable; and fourth, that it provides an inducement to invest 
capital in new lines of production which might not appear profitable if many com sting 
producers embarked on them simultaneously. The history of industrial aetibentent 
seems on the whole to have justified this theory. Patent systems similar to oe own 
have been adopted and are in operation in almost all industrial countries, and the 
general principles are embodied in the International Convention for the Protection 
of Industrial Property, to which every European country, except the Soviet Union, 
has subscribed, and to which many non-European countries, including the British 
Dominions, the United States of America, Brazil and Japan, also belong.” 


Then, after referring in para. 10 to the Soviet method of encouraging and 
rewarding inventors the Committee gees on in para. 11 to say, “We are in favour 
of the retention of the present system in this country,” but expresses the opinion 
that there are several respects in which it can be improved. 

A research study entitled “Some Proposals for Improving the Patent System” 
was prepared by Dr. Vannevar Bush at the request of the O’Mahoney Subcom- 
mittee. It is stated in the foreword of Dr. Bush’s study (Study No. 1), that Dr. 
Bush’s long association with the Massachusetts Institute of Technology and the 
Carnegie Institution of Washington, D.C., his achievements and experience in the 
fields of science, business and government, and his active participation in prior 
studies of the patent system made him uniquely qualified to aid the Subcommittee 
in its study. 

Dr. Bush in his Study (p. 1) says that the patent system (of the United 
States) has three great objectives which he expresses as follows: 

“First, it aims to stimulate both invention and the assiduous search for new 
applications of knowledge, which is the basis of invention. It does this by placing the 
inventor in a position to secure a reward. 

Second, it secks to create conditions whereby the venture of funds to finance the 
hazardo ‘s introduction into public use of mew devices or processes will be warranted. 
This is done by protecting the industrial pioneer for a limited time against the 
uncontrolled competition of those who have not taken the initial financial risk. 

Third, it aims to prevent the creation of an industry permeated by the intense 
secrecy with regard to its processes which characterized the medieval guilds and which 
can only retard the realization by the public of the benefits of scientific progress. This 
it does by extending a temporary monopoly to those who, in keeping with the American 
ideal of openness and frankness, will make a full disclosure of their new ideas so that 
they may be utilized to the full by those skilled in a particular art.” 


Dr. Bush goes on to say (p. 2): 

“It [the patent system] worked well. This country has prospered beyond all others 
in the wide application of new techniques and in advanced industrial processes. 
Undoubtedly much of this was due to the width of the land in which great homogeneous 
markets were developed, and to the pioneering spirit of the people which could be 
applied as well to industrial as to geographic frontiers. Yet the patent system was 
largely responsible for the vigor of our small enterprises and for the effectiveness with 
which new things were promptly brought into use. Life was made more comfortable, 
healthy, and worth living for large numbers of our citizens.” 


And in addition to the three objectives expressed by Dr. Bush, a fourth is some- 
times mentioned. This was briefly dealt with by G. M. Jarvis, legal adviser and 
Secretary of the Atomic Energy Control Board and General Counsel of Atomic 
Energy of Canada Limited, who appeared before us on behalf of the Atomic 
Energy Control Board and who pointed out that a patentee by enforcing his 
patent in effect compels those who would compete with him to develop a compet- 
ing and different article, substance or technique. In other words, a patent of an 
invention compels competitors to “invent around” the invention. But it is not 
clear to us that competitive research of this kind is necessarily a good thing. The 
position taken by Fritz Machlup, Department of Political Economy, Johns Hop- 
Kins University, in a study which he prepared for the O’Mahoney Subcommittee 
(Study No. 15 p. 51) was as follows: 


“The advantage is seen in the additional ‘encouragement’ to research. If the 
competitors were given licenses under the patent of the firm that won the race, they 
would have to pay royalties but would not be compelled to ‘invent around’ it. Exclu- 
sivity, however, forces some of them to search for a ‘substitute invention’. But why 
should this be regarded as an advantage? The idea is probably that, if industrial research 
is desirable, more research is more desirable, and that it does not matter what kind of 
knowledge the research effort is supposed to yicld. From an economic point of view, 
research is costly since it absorbs particularly scarce resources which could produce 
other valuable things. The production of the knowledge of how to do in a somewhat 
different way what we have already learned to do in a satisfactory way would hardly 
be given highest .priority in a rational allocation of resources.” 


We think there is much to be said for this position. Reference, in this regard, 
and in regard to many features of and objections to the patent system may be had 
to an article by Sir Arnold Plant who is described by Fritz Machlup in Study 15 
as “the most outspoken critic of the patent system in modern times”. This article 
is entitled “The Economic Theory Concerning Patents for Inventions” and appeared 
in Economics, new series, vol. I (1934) pp. 30-51. 

Apart from the question whether research cannot be overdone, that is whether 
some research may not be an uneconomic use of a country’s resources, the ques- 
tion has arisen whether a patent system on the whole promotes laboratory research. 
Prof. Seymour Melman, a member of the Department of Industrial Engineering, 
Columbia University, who is said by Senator O'Mahoney in his Foreword to 
Study No. 11, presented by Prof. Melman to the O’Mahoney Subcommittee, to 
have had a longstanding, active and down-to-earth interest and experience in the 
subject of industrial productivity and research, says in that Study (p. 62): « 


“The patent system in the contemporary scene has not, as a rule, promoted condi- 
tions that facilitate research in science or the industrial arts. On the contrary: In 
universities the effect of patenting pressures has been to interpose managerial controls 
and commercial pressures where free, uninhibited inquiry is needed to promote the 
flow of science. In industrial laboratories research in the useful arts has been expanded 
rapidly, without a parallel growth in patenting activity. Moreover, the experience of 
a few firms, whose patent privileges have been recently abridged, indicates that these 
managements maintain and expand their industrial research in order to cope with 
problems of product and cost competition. The development of research in these and 
similar firms will bear close watching. 

With or without a patent system, the efficient pursuit of knowledge in the universi- 
ties and other nonprofit institutions will continue, within the limits of available 
resources, so long as the production of knowledge is treated as a sufficient end in 
itself. Industrial firms will continue to enlarge their research in the useful arts as 
dictated by competitive needs, with or without patent privileges. Henceforth, in the 
judgment of this writer, the main impetus for the promotion of science and the useful 
arts will come, not from the patent system, but from forces and factors that lie outside 
that system.” 


The Study was prepared by Prof. Melman after careful investigation and the pas- 
sage quoted is the conclusion of Study 11 which purported to give the results of 
this investigation. 


Study 15, by Fritz Machlup, to which we have referred, presents with great 
clarity the economic arguments for and against the patent system as a whole. We 
think the following passage from the section of the Study entitled “Concluding 
Remarks” (pp. 79, 80) is worth quoting: 


“No economist, on the basis of present knowledge, could possibly state with 
certainty that the patent system, as it now operates, confers a net benefit or a net 
loss upon society. The best he can do is to state assumptions and make guesses about 
the extent to which reality corresponds to these assumptions. 

If one does not know whether a system ‘as a whole’ (in contrast to certain features 
of it) is good or bad, the safest ‘policy conclusion’ is to ‘muddle through’—either with 
it, if one has Jong lived with it, or without it, if one has lived without it. If we did 
not have a patent system, it would be irresponsible, on the basis of our present 
knowledge of its economic consequences to recommend instituting one. But since we 
have had a patent system for a long time, it would be irresponsible, on the basis of 
our present knowicdge, to recommend abolishing it. This last statement refers to a 
country such as the United States of Amcrica—not to a small country and not a 
predominantly nonindustrial country, where a different weight of argument might 
well suggest another conclusion. 


It will be noted from this conclusion that the author of the Study intimates 
that different considerations might apply to a small country or a predominantly 
nonindustrial country. The position of Canada vis-a-vis other countries of the 
world is notable in one respect and that is the surprisingly large proportion of 
Canadian patents which are applied for on inventions made by inventors who are 
not residents of Canada. 

Mrs. Editha T. Penrose in her book “The Economics of the International 
Patent System” published in 1951 in a footnote on page 111 gives a tabulation of 
the percentage of total patents granted to foreigners for various countries for the 
period 1930-37 unless otherwise indicated. This footnote is as follows: 

“Most countries grant more patents to foreigners than they do to their own 


nationals. The U.S. Patent Office prepared the following figures for the Temporary 
National Economic Committee. 


Percentage of Total Patents Granted to Foreigners 
for Various Countries 


(1930-37 unless otherwise indicated) 


United States .........ceccecscccessesseeesecenecesecerrecenseeaseneeees 13.2 
Germany ...esecececessesecseneceessesesensnenesenencenetesseesansneneneens 25.8 
Great Britain (1930-35) .......cccceseesssesrerereenteneecnes Bil i64/ 
Decca thei ack sina grace tae Bie qemie 49.9 
Taly LAE ie ie ie tea erate? 63.8 
Canada » idee eibnues eatedeswscd: it outers 90.3 
Switzerland (1930-36) ....-.-::sceseescseteeeeteeseesteeeneee 55.6 
Japan (1930-36) — ......--csesssrceseereerecrenssreeseenennensensnnets 24.0 
Czechoslovakia ......:.csccseececseeersseererecensnerseneneneneneaene 76.1 
Holland (1930-35) ....:.:csseesesssssssenerereesrsreserseennensnsets 80.9 
PAU onsen nceder -nnpnsesenchandnreremcrsvandcnnaner vunnte sanarte “eats 66.4 
Baar enV ie elas asta oe ese anne cama erin Ted 


Hearings before the Temporary National Economic Committee, Part 3, p. 1152. See 
also a study by Mark Jefferson, ‘The Geographical Distribution of Inventiveness,’ The 
Geographical Review, V. 19 (1929), p. 650.” 


Mrs. Penrose in her impressive book says at pp.116-7 the following: 


“Any country must lose if it grants monopoly privileges in the domestic market 
which neither improve nor cheapen the goods availiable, develop its own productive 
capacity nor obtain for its producers at least equivalent privileges in other markets. 
No amount of talk about the ‘economic unity of the world’ can hide the fact that some 
countries with little export trade in industrial goods and few, if any, inventions for 
sale have nothing to gain from granting patents on inventions worked and patented 
abroad except the avoidance of unpleasant foreign retaliation in other directions. In 
this category are agricultural countries and countries striving to industrialize but 
exporting primarily raw materials.” 


The foreoging suggests the observation that the economic advantages such as they 
are of dispensing with the patent system would be at least as great in Canada 
as elsewhere. Presumably, the research leading to the inventions made in the 
United States which are patented in Canada would not be diminished or altered in 
its character by the abolition of the patent system in Canada so long as the United 
States maintained its patent system. Similar considerations would likely apply 
to most other foreign inventions. If there were no patent protection in Canada, 
Canadians could use, royalty free, inventions patented abroad. This, however, 
might be in fact the sharing in what might be regarded as the fruits of patent 
systems elsewhere and benefiting from the free imitation of technologies developed 
abroad without sharing the cost of these benefits. 

On the whole, we have come to the conclusion that even to Canada with 
its large preponderance of foreign owned Canadian patents the words in the 
concluding passages of Fritz Machlup’s study apply —“‘if we did not have a patent 
system it would be irresponsible, on the basis of our present knowledge of its 
economic consequences, to recommend instituting one. But since we have had 
a patent system for a long time, it would be irresponsible, on the basis of our 
present knowledge, to recommend abolishing it.” 

In coming to this conclusion one consideration has been the substantial 
number, though small percentage-wise, of Canadian residents who every year are 
granted patents and to whom, or to some of whom, the considerations quoted 
above from the Report of the Swan Committee and from the Study of Dr. Bush 
submitted to the O7Mahoney Committee apply. 

We have given consideration to the question whether licences should not 
be compulsory under all patents, either immediately upon grant or at the expira- 
tion of a certain number ot years after grant. This suggestion, with variations or 
modifications of the proposal involved, was fully discussed by the Swan Committee 
in its Second Interim Report, paragraphs 42 to 50 and 53. The Committee came 
to the conclusion that it could not recommend its adoption; paragraphs 49 and 53. 
Dr. Bush, in considering the same matter, says (p. 26) 

' “Tf licenses were to be compelled under all patents, it would be impossible for 
the small enterprises, which form the heart of the Nation’s industrial strength, to 
maintain themselves. The principle of general compulsory licensing [we take it that he 
means compulsory licensing in all situations] is basically unsound. It would rob the 
country of the benefits which have in the past been substantially attributable to the 
patent laws. It is only in special situations . . . that the facts are such that the remedy 
of compulsory licensing may be used without attendant evil consequences.” 

The statement that “it would be impossible for the small enterprises . . . to main- 
tain themselves” is, we think, too broad, but in our opinion it would be true 
of some small enterprises. As regards such small enterprises as presently rely on 
exclusive patent rights, much would depend upon the size of the royalty. But the 
prospect of attempting to build and maintain an enterprise on the basis of 
a patented invention which competitors, perhaps immensely large and well 
entrenched, would be entitled as of right to work upon payment of a reasonable 


royalty might, we think, in some cases be suflicient to deter either the establish- 
ment or the continuance of the enterprise. There would be other possible 
disadvantages as well. The prosecution of research in Canada would to a certain 
extent, we think, be discouraged as the fruits of research by others would be 
available as of right upon payment of a royalty. This possibility we are prepared 
to contemplate and accept in the case of foods, medicines and surgical and thera- 
peutic devices because in that connection there are other and, we think, more 
important considerations which are dealt with in Division XII of this report but 
we are not recommending that the principle be applied generally. But it should 
be possible tc compel the patentee to grant licences in certain special situations 
which are iully dealt with below. 


In coming down or the side of continuation of the patent system without 
any fundamental alteration of the right of a patentee to exclude others from 
making, using or selling the patented invention, we nevertheless recognize that 
the system possesses weaknesses and anomalies. These are well set out in the 
following passage from “The Sources of Invention” (1959), an interesting work 
written by John Jewkes, David Sawers and Richard Stillerman. At pp. 251-3 the 
following is said: 


“It is easy enough to perceive the weaknesses, even the absurdities, of the patent 
system and the reasons why conflicting opinions as to its value are to be found. Its 
very principles are paradoxical. It is meant to encourage Over the long period the 
widest possible use of knowledge, but it starts out by conferring upon the inventor 
the power to restrict to himself the use of that knowledge. It grants statutory 
monopolies but it arose out of an Act to curb monopoly. It flourished most vigorously 
in the nineteenth century, the great period of economic competition, and even now 
it is most robustly defended and embodies the most extensive monopoly rights in 
those countries which most tenaciously adhere to the competitive system of private 
enterprise. It is a crude and inconsistent system. It is based upon the assumption that 
the right and proper reward for the innovator is the monopoly profit he can extract 
in an arbitrarily fixed period. It offers the same reward to all inventors, irrespective of 
the intellectual merits of their inventions. It provides rewards for certain kinds of 
discoveries but usually confers no such reward for other kinds of discovery, such as 
scientific principles; commercial devices and institutions; biological knowledge; the arts 
of agricultural cultivation and textile processes; systems of ciphering; methods of 
teaching; chemical compositions and products. The standards of patentability, the patent 
period, the conditions attached to the patent have varied greatly from time to time in 
the same country and vary as between different countries. 

The patent system lacks logic. It postulates something called ‘invention’ but in 
fact no satisfactory definition of ‘invention’ has ever appeared, and the Courts, in their 
search for guiding rules, have produced an almost incredible tangle of conflicting 
doctrines. This confusion has led to extensive and costly litigation. Its critics have 
described the patent right as merely ‘something which has to be defended in the 
courts’ and, because it may put the individual inventor at a disadvantage against the 
larger corporations, as ‘a lottery in which it is hardly worth while taking out a ticket’. 

The system, too, is wasteful. It gives protection for sixteen years (or thereabouts) 
whilst in fact over nine-tenths of the patents do not remain active for the whole of 
this period. It is dangerous in that the monopoly it confers can often be widened by 
its owner into fields and forms which it was never intended he should possess. 

It is almost impossible to conceive of any existing social institution so faulty in 
so many ways. It survives only because there seems to be nothing better.” 


But we agree with what the authors at once go on to say: 


“And yet for the individual inventor or the small producer struggling to market 
a new idea, the patent right is crucially important. It is the only resource he possesses 
and, fragile and precarious as his rights may be, without them he would have nothing 
by which to establish a claim to a reward for his work. The sale of his ideas directly 
or the raising of capital for exploiting the ideas would be hopeless without the patent.” 
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FROM THE REPORT OF THE UNITED KINGDOM COMMITTEE 
APPOINTED TO REVIEW THE PATENT SYSTEM 
(The Banks Committee) 


The Value of Patents 


40 The President of the Board of Trade in his letter dated 13 July 1967 to the 
Chairman of this Committee, set out in the Preface, envisaged a thorough 
reappraisal of the whole patent system. We therefore endeavoured at the start of 
our deliberations to reach an understanding as to what was the real worth of the 
patent system. 


41 Our predecessor the Swan Committee in its second Interim Report of 1946 
discussed the theory upon which the patent system is based in the following 
terms: “... the opportunity of acquiring exclusive rights in an invention stimu- 
lates technical progress, mainly in four ways: first, that it encourages research 
and invention; second, that it induces an inventor to disclose his discoveries 
instead of keeping them as a trade secret; third, that it offers a reward for the 
expense of developing inventions to the stage at which they are commercially 
practicable; and fourth, that it provides an inducement to invest capital in new 
lines of production which might not appear profitable if many competing 
producers embarked on them simultaneously.” To these observations the 
comment was added that ‘‘the history of industrial development seems on the 
whole to have justified this theory”. 


42 In recent years there has been some criticism of the patent system. It has 
been suggested that: firms, particularly some larger firms, are tending to bypass 
it: while the trouble and expense of obtaining a patent may be worthwhile for a 
major invention, it is not worthwhile for minor technical improvements; and 
the majority of patents which relate to relatively minor innovations hinder 
rather than help industry. It has been asked whether such a complex and 
expensive procedure is really necessary and whether it could be replaced by 
something relatively simple,since the system might otherwise become unworkable 
and obsolete. 


43 Our early conversations with those who gave evidence before us revealed 
that there was a general acceptance of the patent system as a fact of life, but 
there was little information on what must be the essential test of the value of 
patents, namely, whether they contribute anything, and if anything, how much, 
to the wellbeing of the country. 


44. We have been unable to locate any relevant report or series of reports made 
in the United Kingdom or elsewhere which are generally accepted as based on an 
economic assessment made in depth and with academic objectivity. This is 
probably not surprising, as for such an assessment it would ideally be necessary 
to have factual information on the economic development of an industrialised 
country when operating a patent system and to set it against factual information 
on the economic development of the same or an equivalent industrialised country 
when not operating a patent system. As in practice patent systems in some form 
or another have always emerged and grown up simultaneously with industrial 
growth, such comparative information does not exist. 


APPENDIX C 


45 On this theme there is the example of the Netherlands which cancelled its 
patent system in 1869 and reintroduced the system in 1912. In 1908 a comparison 
was made of the export trades of the six countries, France, Germany, Switzer- 
land, Italy, the United States of America and the Netherlands over the period 
1884-1904. (The Industrial and Commercial Influence of the English Patent 
System, A. F. Ravenshear, 1908). The author demonstrated that the Netherlands 
was the only country whose exports showed a diminishing proportion of manu- 
facture and concluded “‘that the change which has been taking place over a long 
period in Holland was due to the absence of a patent system”. 


46 We are aware that the Department of Applied Economics in the University 
of Cambridge is conducting a detailed economic investigation, but its report is 
not yet available. Accordingly, we have based our assessment on a study of the 
history of the development of the patent system in this country and elsewhere 
and on the representations based on a wide range of experience which were 
made to us both in writing and orally. 


47 In assessing the lessons to be drawn from these representations, we found it 
imperative to keep well in mind that the existence or otherwise of patent protec- 
tion is only one factor amongst many which influences the decisions leading to 
the initial adoption and subsequent industrial development of an invention. 


48 As indicated in the Preface, the conception of granting limited monopolies 
for new inventions to encourage the growth of industry in this country emerged 
and grew up over a long period and developed into an organised system which 
was examined, re-examined and modified over the years in keeping with the 
growth of industry. The general form of the system which developed in this 
country was followed in principle by other countries as their industries grew and 
they moulded it to meet their particular requirements. 


49 Itis significant that Russia had an industrial patent law as early as 1812 and, 
although under the Czarist regime they had a controlled economy which is 
still more closely controlled under the Soviet regime,the basic thinking in respect 
of patents was clearly much along the lines of the United Kingdom and other 
industrialised countries, so that the patent law of Lenin of 1919, the SOth 
Anniversary of which was celebrated at an international symposium in Moscow 
in June 1969, follows the same general theme. 


50 Although there is general acceptance of the conception that a man producing 
a creative work such as a book, picture, sculpture or music should have a per-- 
sonal monopoly, at least fer his life, for the reproduction of his own work, it is 
significant that patent moncpolies for inventions have, from earliest times, been 
much shorter in time and have been concerned much more with encouraging 
manufacture within the country than with encouraging the creation of the 
invention itself. © 


51 In early days the objectives were clearly stated by Henry VII’s Chancellor, 
Cardinal Morton, “‘that our people be set on works of art and handicraft; that 
our Realm may subsist more of itself; that idleness be avoided, and the drawing 
out of our treasures for foreign manufacture stopped’’. In the celebrated ‘‘Case of 
Monopolies” Darcy vy. Allein before the Queen’s Bench in 1602 one of Allein’s 


Counsel, Fuller, included in his speech on behalf of the defendant one statement 
which has achieved lasting fame: 

Now therefore | will shew you how the Judges have heretofore allowed of monopoly 
patents which is that where any man by his own charge and industry or by his own wit 
or invention doth bring any new trade into the Realm or any Engine tending to the 
furtherance of a trade that never was used before and that for the good of the Realm; 
that in such Cases the King may grant to him a monopoly patent for some reasonable 
time, until the subjects may learn the same, in consideration of the good that he doth 
bring by his invention to the Commonwealth; otherwise not. 


52 Throughout one finds the controversy whether the granting of manufactur- 
ing monopolies is beneficial to the national economy or otherwise. Successive 
Patents Acts have referred to Section 6 of the Statute of Monopolies passed in 
1623 in the reign of James I. This Act confirmed a general ban on manufacturing 
monopolies, but by Section 6 specifically excluded from the ban patents for 
invention. 


53 The close connection of patents for invention with the encouragement of 
manufacture within the country, that is, the industrial aspect. has persisted 
throughout, and no alternative system with the same general aim has gained wide 
support, much less been accepted. We ourselves have not received any proposals 
for an alternative system. 


54 Generally speaking, societies tend to resist the creation of monopolies 
whether held by the State, by individuals or by organisations. This inherent 
resistance to monopolies is to be found in the industrial field, and indeed the 
early court actions and the Statute of Monopolies of 1623, were all directed 
against monopolies in the industrial field, but recognised and accepted the 
advantage of leaving scope for a monopoly, limited in time, to encourage the 
man with the resources to build up an industry not previously known in this 
country. 


55 The debate on the desirability or otherwise of industrial monopolies of any 
kind has continued and we have every reason to believe will continue. The United 
Kingdom patent law includes provisions to deal with “abuses of monopolies” ; 
those persons concerned with the laws limiting restrictive practices and with 
anti-monopoly legislation in this country have made appropriate répresentations 
to us; it has also been made clear to us that in the United States, with its strong 
Anti-Trust laws and procedure, much care has to be taken by patentees as to the 
form in which licensing and other arrangements are made under United States 
patents. These are otherwise granted without even those limitations in respect of 
abuse which are written into the United Kingdom patent law. 


56 Wehave found a general acceptance that the act of invention and the develop- 
ment of new ideas is inherent in the human mind and would continue without 
any legal protection for the results. As, however, a patent system increases the 
possibility of reward for the successful exploitation of invention, there can be 
little doubt that it does play a part in encouraging individuals to invent and 
organisations to create conditions in which inventions can be made. But the basic 
aim of a patent system, and indeed its effect, is to encourage the successful 
industrial application of inventions. The man with the resources can normally be 
expected to put those resources to industrial use without special assistance in 
established fields, where he can be reasonably assured that his factory will work 
technically and where the demand for his product is already known to exist. If, 


however, resources are to be put at risk to develop a new process or product, 
which has yet to be tested, then he will hesitate lest the expense of the develop- 
ment may prove to Le irrecoverable while his competitors can wait and, without 
equivalent expense, pick up and use the successful results. It is the knowledge 
that a patent monopoly will enable him to hold off competition for a period 
which encourages him to take the risk and use those resources to develop new 
industrial inventions. 


57 We also found general acceptance that a patent ts of help to the man who 
holds the patent but does not have the resources. He is able to discuss his 
invention freely with others in the knowledge that they can only make use of his 
invention by co-operation with himself, by licence or joint venture or some other 
means. 


58 As indicated in Appendix A we received evidence from a wide range of 
individuals and organisations, including the Ministry of Technology, the 
Confederation of British Industry, the Trades Union Congress, industrial and 
professional associations and individual industrial firms, and an analysis of all 
the evidence shows it to be positively and overwhelmingly in favour of the main- 
tenance of the patent system. As has been said, no alternative scheme was put to 
us. The adverse criticisms turned essentially on the implementation of the system 
in certain respects, and in general the proposals made were for strengthening 
the system, particularly to meet current developments in national and inter- 
national industry and technology. 


59 In pursuing an answer to the fundamental question of the value of patents, 
we sought information on the extent to which United Kingdom industry avails 
itseif of the patent system, and how useful it finds the patents granted. The 
evidence we received showed that throughout United Kingdom industry there is a 
general interest in and use made of the patent system. It also showed that the 
degree of interest and use made varied across a whole spectrum from industries 
built up on patented inventions to industries with little interest in patents, these 
being mainly industries of long standing where a large number of effective 
technical alternatives has been developed over the years so that astute buying, 
good marketing and commercial expertise generally are held to be of more value 
in keeping ahead of competitors than new technical developments. 


60 A good example of an industry relying heavily on patents is the man-made 
fibre industry where a series of patented inventions has encouraged industrialists 
to invest hundreds of millions of pounds in developing the original viscose rayon 
and at intervals thereafter nylon, acrylics and the whole range of other fibres. 
Some of the latest developments are the special forms of carbon fibres for 
which important patents are held by the National Research Development 
Corporation on behalf of Government establishments where some of the 
original work was done. 


61 In order to supplement the information available on the use of patents by 
different sections of industry we put an informal questionnaire to 58 firms (see 
Appendix G(a)), 39 firms replied to the questions on patent statistics; 26 replied 
to the questions on licensing. Some international companies hesitated to answer 
any of the questions because of the difficulty they found in separating out in any 
useful manner the information on patents and research relevant only to the 


United Kingdom. Reservations were expressed on the exact interpretation to be 
placed on the numbér of patents in “commercial production”. 


62 The questionnaire was not intended to produce precise statistical results but 
an analysis made of the replies is shown in Appendix G(b). The replies were 
grouped under five industrial categories on the basis of the principal activity 
of the firm. The Table shows most patenting activity in the chemical industry, 
and a notable increase of about 8 per cent in domestic patenting in all industries, 
over the period 1961-67 inclusive, and indicates that some 30 per cent of patented 
inventions are in commercial use—more than generally thought. It also emerged 
from the replies to the questionnaire that, as a rough average, firms seem to spend 
about 2 per cent of their research and development expenditure on patenting. 
Expenditure on research and development per complete specification filed seems 
to be much the same for all groups with the exception of the mechanical group 
where the expenditure is much less. On licensing, those firms which gave infor- 
mation tend on average to grant about the same number of licences as the number 
they take. This information, together with the other information we received 
on the general use United Kingdom industry made of patents, was necessarily 
limited, but nevertheless we found it useful in our discussions on the evidence in 
respect of the use made of the patent system by firms large and small. 


63 The Report* dated July 1968 of the Central Advisory Council for Science 
and Technology pointed out that “most inventions particularly in industries based 
on advanced technology are now sought systematically” as part of planned pro- 
grammes of innovation and marketing. But this does not mean that all inventions 
today are necessarily “team” inventions. We have considered therefore the prob- 
lem of the free-lance inventor of whom there have, in recent years, bee1 some 
notable examples. 


64 The individual inventor, unless he commands adequate resources, cannot 
derive benefit from his invention without obtaining financial backing or without 
having his invention taken up by some industrial firm. It is the patenting of his 
invention which puts the inventor in a position to negotiate and obtain value 
from his invention. It was partly in recognition of the difficulties of the free-lance 
inventor in obtaining finance that the National Research Development Cor- 
poration was established. The Corporation has over the years sponsored a 
number of significant inventions made by free-lance inventors. 


65 It is significant to note that the present general form of the system as 
developed in this country has been followed by other countries. Differences in 
philosophies have affected the details of each system which has been moulded to 
meet particular national requirements, but the general form is the same through- 
out the world, including the Soviet Union, despite its fully state-controlled 
economy. 


66 Patents are recognised in all industrial countries as a useful basis for 
negotiations between companies who are concerned to innovate. It is indeed from 
the implications for international trade that much of the pressure comes for 
co-cperation in, and harmonisation of, national patent systems. If patents were 
solely a national affair it might be that some other system might emerge. But for 
countries which must rely for their standard of living on keeping industrial 


practice up-to-date the international aspect of patenting is an important factor. 
SSA hte sa Ra aaa a a AE NR 


* Technological innovation in Britain, HMSO. 


Aspects of international activity are: 
the licensing of patent rights with the advantage of feed-back to the licensor 
of know-how from the licensee; 
the encouragement given to foreign firms to set up manufacturing enter- 
prises in this country; 
the world-wide exchange of technical information which springs from the 
publication of patent specifications. Such publication is a direct result 
of the patent system, without which there would undoubtedly be much more 
secrecy than at present. 


67 Our deliberations lead us to subscribe to the Swan Committee’s conclusion 
that industrial development over the years justifies the patent system. We would 
sum up as follows: 


(i) Wherever industry has developed, patent systems have emerged and been 
adopted and have played an important role in encouraging innovation. 


(ii) No alternative system for the encouragement and growth of new industry 
by private enterprise has been established. 


(ii2) National patent systems have been of increasing importance in the world- 
wide development of technology, with resulting benefit to the expansion of 
international trade. 


We concluded that the value of the patent system is established in the terms 
expressed above. 


68 There remains the qualification that the complexity of the administration 
of the system, which arises partly from the surge of technological discovery and 
partly from the concept that a patent is a piece of property, with its legal conno- 
tations, ought not to be allowed to detract materially from the value of patents to 
the national interest. 


APPENDIX D 


Specific Criteria for the Canadian Patent System as proposed by the 
Economic Council of Canada - Report on Intellectual and Industrial 
Property. 


(1) 


(2) 


(3) 


(4) 


(5) 


The Canadian patent system should encourage invention and 
other steps in the total innovative process within Canada. 


It should encourage rapid and effective dissemination of 
technical information and other "technological transfer", 
both within Canada and between the rest of the world and 
Canada. 


It should facilitate the making of a fair Canadian contri- 
bution, but no more than that, to the economic costs of 
providing appropriate special incentives to research and 
innovation the world over. 


It should be compatible with Canada's broader strategy of 
economic development and science policy. For example, it 
should not encourage, as it might if the working-in-Canada 
provisions of the existing Patent Act were vigorously 
enforced, a new proliferation of small-scale, high-cost 
manufacturing in Canada. Rather, it should help to promote 
the kind of internationally competitive pattern of secondary 
manufacturing that was envisaged in the "Scale and Speciali- 
zation" chapter of the Economic Council.'s Fourth Annual 
Review. While working of foreign inventions in Canada is 
normally the most complete and effective means of techno- 
logical transfer into Canada, it is achieved at too high 

a cost if it results in Canadian resources being used in 
productive ventures that can never aspire to exports and 
can only go on existing domestically behind an absolute 
patent barrier to imports. In such cases efforts should 

be concentrated on conveying knowledge of the relevant 
technology into Canada by other means, on a purely informa- 
tional basis for the time being. 


The reformed Canadian patent system should be administra- 
tively workable, without any major net addition to existing 
overheads, but with provision for a more effective perfor- 
mance review than has been possible in the past. There 
should also be more effective interrelation with other 
government policies bearing on industrial innovation. A 
more thorough-going preparation for Canadian participation 
in international patent conferences is also appropriate 
since these constitute an activity related to a vital 
national economic interest. 
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APPENDIX E 


EXCERP?PS FROM TREATIES RELATING TO SECTION 
24 OF THE PROPOSED PATENT LAW 


PARIS CONVENTION FOR THE PROTECTION OF INDUSTRIAL PROPERTY 
as revised at London on June 2, 1934. 


Art 5ter 


In any country of the Union the following shall not be 
considered as infringement of the rights of a patentee: 


1. the use on board vessels of other countries of the 
Union of devices forming the subject of his patent 
in the body of the vessel, in the machinery, tackle, 
gear and other accessories, when such vessels 
temporarily or accidentally enter the waters of the 
said country, provided that such devices are used 
there exclusively for the needs of the vessel; 


2. the use of devices forming the subject of the patent 
in the construction or operation of aircraft or land 
vehicles of other countries of the Union, or of 
accessories of such aircraft or land vehicles, when 
those aircraft or land vehicles temporarily or 
accidentally enter the said country. 


(Ratified by Canada, July 30, 1951) 


CONVENTION ON INTERNATIONAL CIVIL AVIATION SIGNED IN CHICAGO 
DECEMBER 7, 1944. 


Art 27 
Exemption from seizure on patent claims 


(a) While engaged in international air navigation, any 
authorized entry of aircraft of a contracting State 
into the territory of another contracting State or 
authorized transit across the territory of such State 
with or without landings shall not entail any seizure 
or detention of the aircraft or any claim against the 
owner or operator thereof or any other interference 
therewith by or on behalf of such State or any person 
therein, on the ground that the construction, mechanism, 
parts, accessories or operation of the aircraft is an 
infringement of any patent, design, or model duly 
granted or registered in the State whose territory is 
entered by the aircraft, it being agreed that no deposit 
of security in connection with the foregoing exemption 
from seizure of detention of the aircraft shall in any 
case be required in the State entered by such BInCreLt. 


(b) The provisions of paragraph (a) of this Article shall 
also be applicable to the storage of spare parts and 
spare equipment for the aircraft and the right to use 
and install the same in the repair of an aircraft of 
a contracting’ State in the territory of any other 
contracting State, provided that any patented part or 
equipment so stored shall not be sold or distributed 
internally in or exported commercially from the 
contracting State entered by the aircraft. 


(c) The benefits of this Article shall apply only to such 
States, parties to this Convention, as either (1) are 
parties to the International Convention for the 
Protection of Industrial Property and to any amendments 
thereof; or (2) have enacted patent laws which recognize 
and give adequate protection to inventions made by the 
nationals of the other States parties to this Convention. 


(Ratified by Canada on February 13, 1946) 


APPENDIX F 


Report On An Inquiry Into The Patent Coo i 

: peration Treaty As R 
To The Canadian Patent Office, And Searching And iadinie ent 
cedures Of The Patent Office 


Pursuant to directives received from the Minister of Consumer and 
Corporate Affairs, the Commissioner of Patents appointed a Board 
of Inquiry to consider submissions respecting ratification of the 
Patent Cooperation Treaty by Canada, and other important proposals 
for modification of searching and examining procedures within the 
Canadian Patent Office. The appointment of the Board was 
announced in a memorandum forwarded to interested parties within 
Canada on May 29, 1974, and subsequently published in the Patent 
Office Record of June 11, 1974. It was to consist of the Chair- 
man of the Patent Appeal Board, Gordon A. Asher », ‘anid Mr. Bh.O. 
McGee, a consultant to the Commissioner of Patents, and was 
charged with considering any briefs received, to hold hearings 

if desirable, and to report on its findings. 


Interested persons were asked to submit briefs by July 31, 1974, 
discussing the following questions raised in the memorandum. 


(a) In your view, should Canada ratify the Patent 
Cooperation Treaty and adopt a policy of accept- 
ing search reports of an accredited international 
searching authority for international patent app- 
lications filed in either the English or French 
language? 


(b) In your view, should Canada in the public interest 
go further and permit the Commissioner to accept 
search reports carried out in any foreign country 
(as may be designated by regulation) of patent 
applications pertaining to the identical or sub- 
stantially the same inventions as covered in the 
Canadian applications? 


(c) In your view, should Canada in the public interest 
go further and amend the patent legislation to 
permit the Commissioner to accept for purposes of 
the Canadian examination of patent applications, 
the results, either in whole or in part, of the 
examination in foreign countries (as may be 
designated by regulation) of patent applications 
pertaining to the identical or substantially the 
same inventions as covered in the Canadian appli- 


cations? 

{ores 8 elaboration of answers to queries (a), (b) 
and (c) regard should be had to the following 
points: 


i) the difficulty, if any, of determining the 
meaning and applicability of "substantially 
the same" inventions; 


aay ONT 


ii) a@aifferences in the Canadian substantive 
patent law and procedures from the laws of 
the United States, the United Kingdom, 
France, and the proposals of the European 
Patent Convention, which might prevent an 
affirmative response to queries (a), (b) 
and (c); 


iii) difficulties that could be encountered in 
revising the Canadian Patent Act and Rules 
to conform to the requirement of PCT which 
might prevent an affirmative to queries 
(a), 7(6) rand (c); 


iv) the use or misuse of present Rule 39; 
v) any other relevant matters. 


Four organizations and 26 individuals replied, and twenty-eight 
briefs were received. The Patent and Trade Mark Institute of 
Canada stated it would not submit a brief because it considered 
it had insufficient time to canvas all its members properly, 
particularly during the summer months. It noted, however, that 
many of its members would reply individually and a represent- 
ative cross section of Institute views would consequently be 
available. The International Association for the Protection of 
Intellectual Property felt the matters raised were outside its 
organizational terms of reference. Two organizations, The 
Canadian Manufacturers' Association (CMA), and The Copyrights, 
Inventions and Patents Association of Canada (C.I.P.A.C.) did 
provide comments. 


Those who submitted briefs may be categorized as follows: 


Patent agents in corporate practise 7 

Patent agents in private practise 9 

Nonresident agent iE 

Associations (C.M.A. & CIPAC) 2 

Members of the Patent Office 
examining staff 


\o 


ee) 


One American associate of PTIC forwarded a letter to that organ- 
ization describing some procedural problems in the Patent Coop- 
eration Treaty, which letter was transmitted to us. bee aa 
not, however, express any views as to whether Canada should 
ratify the treaty. 


In addition we had before us a report of a special committee of 
patent examiners who studied PCT for the Commissioner in 1970. 


No formal hearings were requested, though the Board did meet with 
one patent agent who came to Ottawa for an informal discussion 
and with two patent examiners. In addition CIPAC indicated a 
desire to see the Board, but since most of the items of concern 
to it fell outside the terms of reference of the inquiry, it was 
decided such points would be handled through other shaune At 


Several respondents expressed concern about the shortness of the 
time within which they were asked to supply comments and about 
certain ambiguities they perceived in the text of the memorandum. 
For example, some were uncertain whether the PCT (or other) search 
report was to be the only search made relative to Canadian appli- 
cations, or whether they would be used as adjuncts to a separate 
Canadian Patent Office search. It was, for example, on the 
assumption that the Canadian Office would conduct a search in 
addition to the PCT search that some favoured ratification of 
PCT. Our own interpretation is that in questions (a), (b), and 
(c) the searches (or examinations) referred to would be the sole 
search (or examination) undertaken, and there would be no 
supplementary Canadian search (or examination). 


Speaking generally, the submissions presented very little hard 
information upon which firm recommendations could be formulated. 
However, they did reveal the reasoning and logic upon which 
individual conclusions were developed, and this was helpful to 
the inquiry. Furthermore they reflect the cumulative experience, 
knowledge and intuition of experts in intellectual property law. 
As such they are useful indicators on what course should 
eventually be adopted. 


We have also had before us a recent paper, "P.C.T.", by Mr. Peter 
Kirby, which was presented at the October 1974 annual meeting of 
the Patent and Trademark Institute of Canada. In the additional 
time which was available to him between July and October, 

Mr. Kirby has developed an extensive commentary on the points we 
are considering. We understand it will be published shortly in 
the bulletin of the Institute. 


We have related our analysis of the responses to the specific 
questions posed by the Commissioner. 


Question (a) (Re PCT) 


"In your view, should Canada ratify the Patent Cooper- 
ation Treaty and adopt a policy of accepting search 
reports of an accredited international searching © 
authority for international patent applications filed 
in either the English or French language? 


The subject generating the most interest and evoking the largest 
response was the Patent Cooperation Treaty. TO understand more 
readily the discussion of it which follows, a short and necess~- 
arily incomplete description of it is indispensable. 


The treaty is an international agreement reached by many count- 
ries,in,1970 pwithjthe objector sactlitating theytiling of 
applications for, patents inva pluralitysctscountrics, wit 
attempts to do this by easing and reducing the procedural details 
involved in such filings. It provides for a high quality inter- 
national search to replace in whole or in part the separate 
searches now conducted by each patent office independently of 
what is occurring elsewhere. In chapter II the treaty also pro- 
poses an international examination to determine whether the in- 
vention is more than an obvious improvement to what has been 
shown in the related prior art turned up by the international 
search. 


PCT would provide an alternate filing route to the present 
system in which an applicant files separately in each country 

in which he desires protection, and in the official language 

of each country. Under the treaty the applicant would not need 
to file in the individual countries until he knows what the 
international search has turned up, and whether it appears that 
his invention is new. He also is given additional time in which 
to make his decision to complete the individual filings. Under 
PCT the filing requirements of all participating countries would 
be unified. 


The treaty will not come into effect until a specified number 
and categories of countries have ratified its provisions. To 
date only a few states have done so. Whether the treaty will be 
of any value to Canadians will depend, of course, upon which 
countries do finally commit themselves to it. It must also be 
borne in mind that fees associated with a PCT filing are anti- 
Cipated to be fairly high. The PCT route is expected to be more 
expensive for an applicant than separate national filing unless 
he wishes to obtain patents in several countries - five has been 
Suggested as a necessary minimum before there are any savings. 


This may be a particular weakness from the Canadian viewpoint, 
Since independent studies show that 83% of Canadian inventions 
are filed in fewer than three countries, and only 14% in more 
than five. But for applicants who do intend to file extensively 
the savings may be important. They certainly would be if the 
international search showed an invention to be old, since in that 
event they might (but would not be required to) discontinue their 
application and avoid expensive translation charges. They would 
benefit from the additional time afforded them to decide whether 
to proceed with their invention. And they would benefit from 
such improvements in searching quality as the treaty may bring 
apouc, 


Individual patent offices will still need to maintain their 
searching and examining facilities, since the treaty does not 
preclude separate national filings, though any country could 
subsequently abolish them if it so wished. These facilities 
could be reduced, however, to the extent that international 
searches reduced their own searching requirements or led to the 


abandonment of an application they would otherwise be required 
to process. No country, however, would be bound to accept the 
international search as conclusive, and might make such addi- 
tional searches as it deemed desirable. 


Chapter II envisages the establishment of international examin- 
ing authorities, which would assess applications and report 
whether they consider the invention claimed to be novel, un- 
obvious, and industrially useful -- that is, whether the inven- 
tion is patentable. This might be particularly helpful to 
developing countries whose patent offices are not sufficiently 
established to make this determination, and who could consequently 
rely on the searching and examining procedures of the central 
authorities in deciding whether to permit an application to pro- 
eeed to grant. | Other countries, could also. utilize the central- 
ized examination results if they wished, either as the sole 
examination, or as an adjunct to their own examination. It is 
anticipated that the more developed countries may wish to 
examine applications themselves to ensure that patents they 
issue conform to their national laws. During the Washington 
Conference Canada put on record its own position with respect to 
chapter II, and indicated it would not be a party to its pro- 
visions. This, indeed, was the position of most national 
representations at the conference. 


With that background explanation we turn now to the received 
comments about the treaty. Many individuals expressed support 
for Canadian ratification provided the international search is 
treated only as something additional to our own search. The 
following table summarizes in a generalized fashion the 
attitudes expressed. 


Favoured if 


Canadian 
Favour search con- Opposed to 
Ratification tinued Ratification 
Patent agents - private us 3 3 
Patent ragents >-"corpor- 
ations ~) 3 mf 
Associations 1 - 
Patent examiners } 3 4 
6 9 ae 
Total: 23 


Those opposed to ratification felt that Canada would have little 
to gain in participating. They pointed out that most Canadians 
are unlikely to file in more than a few countries, and outside of 
Canada probably only in the United States and Great Britian. 
Under such circumstances it is unlikely that many Canadians would 
choose the more expensive PCT route to obtain patents. 


Another view was that the greatest benefits under the treaty are 
likely to flow to large international firms, mainly American, 
German or British-owned, who file in many countries. In that 
context it may be noted that most of the agents favouring 
ratification are associated with larger multinational corporations. 


A fear was voiced that ratification might lead to greater domination 


of Canadian industry through patents controlled from abroad. (The 
delays in implementing the Nordic patent union have been ascribed 
in part to such a concern) 1, 2CT would, presumably, make it simpler 


for nonresidents to patent in Canada and by so doing reduce still 
further the fractional proportion of Canadian patents now granted 


to Canadians. 


It was pointed out that the Canadian Patent Office can already 
(and does) obtain the results of searches made by foreign patent 
offices on applications filed elsewhere which correspond to a 
Canadian application. This is possible through the provisions of 
rule 39 of our patent regulations, which has been in effect since 
1935. The results of PCT searches would also be available to 

the Canadian Office by way of rule 39. For that reason the 
supposed advantages accruing to ratification are lessened 
considerably for this country. 


Some remarked that since Canada already possesses a trained corps 
of patent examiners, it does not have the same need as a less 
industrialized country for assistance in searching and examination. 
It is more capable of determining whether an invention is patent- 
able, and more likely to grant valid patents. If PCT were adopted, 
particularly in all its aspects, there would, 1t was said, bea 
gradual weakening in the patent profession within this country, 
with the result that we would become more dependent upon foreign 
countries for such expertise. 


There was a general feeling that while it would be useful to the 
Canadian examiner to have PCT search results available to him, 
the additional costs involved in participation might well exceed 
such benefits. Several persons, under the impression that, the 
international searching authorities might not search prior 
Canadian patents, felt that the validity of our patents would 


deteriorate unless independent searches were made by the Canadian 
Office. However, there are provisions in the treaty (PCT, Rule 
34.1(c) (vi)) by which Canada could supply Canadian art to the 
searching authorities. Doubtless this would be done should Canada 
ratify. However, the treaty itself does not require international 
searching authorities to search patents predating 1920, and there 
may be problems in providing them patents in a form which they 
will accept. For example, Canadian patents issued before 1948 
were not printed. Consequently, there could be limitations to 

the scope of Canadian art searched under PCT. 


Others felt that if Canada becomes locked into PCT, this will 
hinder subsequent modification of our patents laws whenever that 
proves desirable. In some respects this concern is valid. For 
example, under article 27 requirements concerning form and content 
of international applications could not be altered unilaterally. 
Similarly there could be indirect influences and pressures to 
prevent amendment. However, in substantive matters there remains 
considerable latitude in what modification Canada might make in 
its own legislation. 


There werealso a number of other suggestions and comments. Some 
felt, for example, that Canada might better devote its efforts 

to assisting inventors within Canada, in lieu of allocating its 
resources and efforts to the treaty. It was proposed that if 

PCT were adopted, the Canadian Office should participate on a 
shared basis in the work of one of the international search 
offices, and in particular with the United States Patent Office 

if it, as anticipated,becomes a searching authority. Some felt 
that there has been insufficient time for collection, assimilation 
and consideration of all the necessary facts about the implications 
of PCT, and that there should be more serious and exhaustive debate 
within the patent profession and elsewhere before firm recommenda- 
tions are made. Considering that it is now eight years since PCT 
was proposed, this comment reflects earlier apathy to the treaty 

in this country. 


Some opposition to ratification revolves about section 58 of the 
present Canadian act. It provides that anyone who uses an inven- 
tion before a patent is granted may continue to do so afterwards. 
Under PCT applications will be published 18 months after filing, 

and before they are granted. Competitors would thus come into | 
possession of the invention before it is patented, and by practicing 
it before grant, obtain a right to continued use after grant. As 
attention will doubtless be given to section 58 in any legislative 
revision to the Patent Act resulting from the recommendations of 

the Economic Council of Canada, it is not unlikely that the inter- 
play between PCT and Section 58 will be resolved before difficulties 


of this nature develop. 


Others remarked that a great deal of clarification is required 
on the international scene before it becomes apparent whether 
PCT is a workable arrangement or not and which countries will 
adhere ‘to’ ite “If PCT does not Vinclude a Varge’ block Of Mayor 
industrialized countries, including France, Germany the United 
States, the United Kingdom, Holland, Sweden and Japan, PCT 
will not become a major force and ratification would be undes- 
irable. It would be particularly undesirable if Canada rat- 
ified the treaty together with a sufficient number of smaller 
countries to bring it into force, with the larger states 
remaining aloof. Canadians would not then have the benefit of 
PCT filings in the main countries of interest to them, and it 
would be extremely difficult for the treaty organization to 
provide an adequate search facility. At the same time its value 
to the Canadian Office would be similarly diminished. 


Another objection was aimed at the type of search which would be 
made by the international searching authorities. For example, it 
was stated that a search made by a country having a German-type 
patent system is likely to be disclosure oriented (rather than 
claim oriented), and focus upon the specific industrial art in 
which the invention is used. It would ignore questions of 
obviousness which would arise if the search were more oriented to 
the structure of the invention. This could create problems for | 
countries such as Canada where the patent law is claim oriented, 
and where obviousness is an important criterion in assessing 
patentability. The provisions"of article 15 ani-thesPct do, cet 
course, go some way to obviate this kind of difficulty. 


Cost was another concern. To quote from one submission: "...the 
proponents of the treaty lost sight of the original concept of 
reduced costs and simplified procedure .... and ended up with a 
complex procedure which may create more problems than it solves...". 
Others felt that the PCT route would in some instances delay the 
granting of a patent, since it does not permit such flexibilities 
as advanced prosecution to speed up prosecution whenever it is 
apparent normal prosecution might prejudice the rights of applicants. 
The Canadian regulations permit advanced prosecution under these 
conditions. Some felt that the only countries which would benefit 
from PCT are those whose search systems are not well developed, 
and those whose search system are so well developed that they will 
become international searching authorities. Canada does not fit 
into either category. 


Those who favoured ratification of PCT did so on the basis of 
anticipated advantages to applicants who wish world-wide protection 
for their inventions, and because of the improvements it might | 
bring to the standard of Canadian examination and patents. There | 
was also some sentiment for Canada doing its part internationally 
in a spirit of "sharing" and international cooperation. It was 
also felt that without the type of intercountry cooperation 

envisaged by the treaty it will soon be impossible for individual 
offices to search the ever multiplying bulk of technical and | 


patent literature. By ratifying PCT Canada would "do its bit" 

to bring about an effective international searching organization 
and perhaps, eventually, a world patent valid internationally 

By participation now it would have a greater influence in shaping 
such a development to meet Canadian needs. 


No support was expressed for ratification of chapter II of the 
treaty and all parties who discussed the chapter urged that Canada 
exercise its reserve options under article 64 of the treaty, even 
if other parts of the treaty are adopted. It was felt that the 
differences between the procedural and substantive provisions of 
our patent law and that of other countries are sufficiently great 
that it would be inappropriate for this country to rely upon, or 
even to utilize for informational purposes an examination carried 
out in another country. Mental, cultural and legal differences 
were pointed to as part of this problem. It was also felt that 
the current uncertainties about who these searching authorities 
might be and the quality of examination which would be provided are 
such that it would be undesirable to subscribe to chapter II. 


Question (b) (Foreign Search Reports) 


In your view, should Canada in the public interest go further 
and permit the Commissioner to accept search reports carried 
out in any foreign country (as may be designated by regulation) 
of patent applications pertaining to the identical or substant- 
ially the same inventions as covered in the Canadian applica- 
tions? 


The second question put by the Commissioner in his memorandum 

was whether apart from PCT the Canadian Office should accept 
searches made in foreign countries on related applications as 
adequate for purposes of its own examination. If so, such countries 
would be designated by regulation. They would be selected both 

by virtue of the quality of searches they make and the compatability 
of such searches with the needs of the Canadian examination system. 


The results of the inguiry on this point may be summarized as 
follows: 


In Favour Opposed 
Patent agents - private 1 6 
Patent agents - corporations 2 4 
Associations 1 . 
Patent examiners 1 6 
* 16 


Total: 21 


Those in favour of the proposal felt there would be no difficulty 
in relying upon foreign searches provided they were restricted to 
those made by countries known to have adequate search resources 

and capabilities. Others felt that the foreign search should 
merely be an addendum to a search made by the Canadian Office. 

This in effect would be the same as our present rule 39 practice. 
Most voiced opposition to the proposal on the basis of incompat- 
ability between classification systems, the patent laws, and 
national patent philosophies. They believed these would result 

in an inadequate search upon which to base a Canadian examination. 
They cited different approaches to "mosaicing" of art, obviousness, 
omnibus claims and contributory infringement as exemplifying such 
differences. Also mentioned were differences in interpreting 

terms and difficulties which might arise where the foreign office 
uses a first-to-invent or a deferred-examination system. They 
voiced concern that it would not be in the public interest to 
increase the incidence of invalid patents for purposes of economy 
in the operations of the Patent Office. In the long run, accora aa 
to this view, both the inventor and the public would pay more. | 


Question (cc) (Foreign Examination) 


In your view, should Canada in the public interest go further 
and amend the patent legislation to permit the Commissioner 
to accept for purposes of the Canadian examination of patent | 
applications, the results, either in whole or in part, of / 
the examination in foreign countries (as may be designated | 
by regulation) of patent applications pertaining to the | 
identical or substantially the same inventions as covered in 

the Canadian applications? 


There was nearly unanimous opposition to acceptance of a foreign 
examination of an application corresponding to a Canadian applica- 
tion in lieu of an examination by the Canadian Patent Office. The 
returns are tabulated below. 


In favor Opposed 
Patent agents - private af 6 
Patent agents - corporation 0 7 
Associations 1 i 
Patent examiners 0 f 
2 aps 
Tota lis: noe 


Those who expressed approval gave no explanation or reasons for 
their position. The reasons advanced against this proposal were 
essentially those detailed above against the other proposals 

and there is little value in repeating them here. The greater 
effect that differences in law (and other incompatabilities) 
would have upon examination than upon searching explains why 
there is more opposition to using a foreign examination than a 
foreign search. 


Alleged weaknesses showing up in a similar scheme adopted in 
Australia were also cited. Under a "modified examination" 

system permitted in that country, inventors who have been granted 
patents in the United Kingdom or the United States may have their 
applications in Australia issue to patents without further 
examination. The specification must be identical (or made identical) 
to the US or UK patent, otherwise it would be necessary to consider 
and examine the differences and any advantage in the system would 

be lost. In Australia, oppositions to grant may be filed by 
interested parties, and this provides an added safeguard against 

the grant of invalid patents under the modified system. At 

present there is no opposition proceedings in Canada. Modified 
examination was adopted in Australia to speed up the work of the 
Office, on the basis that such streamlining justified the possibility 
of some invalid patents slipping through. 


Some distinctions should be noted. Under the Australian modification 
it is the applicant who elects whether the modified examination is 

to be followed or normal examination is to occur. Because Australia 
has deferred examination this election could be made up to five 
years after the application was filed. Under the Commissioner's 
proposal for Canada, by contrast, it would be the Commissioner 

who would determine whether the modified system is to be used. 


Initially many applicants in Australia requested modified examin- 
ation (25.9% in 1970), but this has since decreased, and for the 
first six months of 1974 was about 14%. It was suggested that 

the probable reason for this decline is twofold; applicants have 
become more aware of the shortcomings in the system and a substant- 
jal decrease in backlog of unexamined applications has resulted in 
less opportunity for modified examination, since it can be requested 
only with respect to applications for which the corresponding 
British or American patent has already been granted. 


From the applicant's viewpoint the shortcomings stem from the 
necessity for the Australian patent to conform to the foreign 
patent. Because of differences in patent law this sometimes means 


that the patent resulting from modified examination would not 
offer suitable protection in Australia. Amendments cannot be 
made to avoid art subsequently discovered, or to put the claims 
and disclosure in a form better suited to the exigencies of 
Australian judicial precedents. In somes cases there is no 
Savings in cost for the applicant. Though the fee for modified 
prosecution is $20 lower than the normal fee, this saving can be 
eaten up in the cost of providing a certified copy of the US 

or UK patent and the cost of amending the application to make it 
conform to the patent. 


Special problems arise when the Australian application is equivalent 
to two or more UK or US patents, since in that case the Australian 
application must be divided and the divided matter subjected to 
normal examination. Several instances were mentioned to illustrate 
why US or UK patents may be unsuited to Australia. One was that the 
foreign claims may be unnecessarily limited because of prior art 
pertinent in the United States but not available in Australia, 

and consequently not applicable in Australia. Another related to 
the differing effects of abstracts upon the interpretation of 


DatLenuc. 


Still others involved more remote and less obvious results 


which such differing refinements in patent law as contributory 
infringement might have upon the protection afforded patentees. 


Question (d) (Other Relevant Matters) 


In elaboration of answers to queries (a), (b) and (c) regard 
should be had. to the following points: 


i) 


she I) 


i722) 


iv) 


v) 


the difficulty, if any, of determining the meaning and 
applicability of "substantially the same" inventions; 


differences in the Canadian substantive patent law and 
procedures from the laws of the United States, the United 
Kingdom, France, and the proposals of the European Pdatene 
Convention, which might prevent an affirmative response 
to queries (a)s, “~b)* and’ (cj; 


difficulties that could be encountered in revising the 
the Canadian Patent Act and Rules to conform to the requigg 


ments of PCT which might prevent an affirmative to queries 
(a) 7 by Panic (eC yre 


the use or misuse of present Rule 39; 


any Other “refevant matters: 


The response to the other points raised in the Commissioner's 
memorandum was limited. Only one person was concerned about 
difficulties in assessing whether a foreign patent is directed to 
the same invention as a corresponding canadian application. 

Eight specifically stated that they foresaw no difficulty or 
serious dzitrculty. 


Differences between our patent law and freign laws were not 
thought to pose any difficulties in using foreign searches as 

an adjunct to a Canadian search. Two persons felt that if we 
accept foreign patents for registration without examination many 
patents would be invalid because of disconformity with our law 
Another was concerned about this possibility. 


Five responses referred to problems in revising the Canadian Act 
to conform to PCT, but foresaw no serious difficulties in doing so. 


Comments made about the use of rule 39 were interesting. For 

many years it was looked on with derision by the patent profession, 
which referred to the practice as "shocking", "humiliating", 
"Shameful", “evidence of second-class nationhood", "shabby", 
"dishonest", and "poaching on the fruits of our neighbour's 

labour". Obviously time mellows many things, and what was once 
opposed so vigourouly is now embraced as desirable and worthwhile. 
The practice is seen today as an important tool for reducing the 
number of invalid patents and as giving applicants better protect- 
ion. The growing acceptance and utilization of similar provisions 
elsewhere, in Denmark, Sweden, Germany, in an indirect form in the 
United States (full disclosure requirements) and elsewhere, has 
doubtless contributed to this change in attitude. Of the eight who 
discussed rule 39, all favoured its continued use, felt it has not 
meen abused, and said zt did mnotycreate.diffieulties. Several 
agents went so far as to suggest broadening its scope. For example, 
applicants might be required to explain why they consider their 
invention clears art cited abroad, to explain why any corresponding 
foreign application has been abandoned or to apply information about 
foreign citations automatically without a call for it by the 
examiner. 


Some relatively brief comments were made about other matters 
relevant to examination, searching and other aspects of the patent 
system. Those included deferred examination; a two-level patent 
system involving short-term patents granted without examination 
for minor improvements, and long-term patents granted after extens- 
ive examination for major innovations; delegation of searching 
functions to technical assistants; a reduction in emphasis in 

the examination process on technical matters, such as division; 
greater coordination of technological information efforts both 
within and without government; the grant of patents for 

processes and products not otherwise patentable on the basis that 
they had not been used commercially in Canada; provisional appli- 
cations; assistance for struggling inventors; and the like. None 
of these, however, was either sufficiently developed or germaine 
to our inquiry to warrant detailed discussion in this report. 


Summary of Comments 


There is no general enthusiasm evident for any of the modifications | 
to the searching and examining procedures suggested for consideratio 
by this inquiry. Insofar as PCT is concerned, the value to 
Canadians as applicants was seen as marginal, its direct and indirec 
effects upon Canadian industry and consumers indeterminate, its 
savings improbable and the provisions of the treaty needlessly 
complex. The views favored keeping our options open, going slow 
and making no decision on ratification until we know more clearly 
what will happen outside Canada. The treaty was seen as something 
that is fine in principle and theory, but likely to prove un- 
workable and burdensome in practice. 


Conclusions and Recommendations 


Considering the significance of the changes to our patent system 
which would result if any of the revisions broached by the 
Commissioner were implemented, it is unfortunate that it did not 
provoke more comments. It is also unfortunate that those who did 
respond and we are grateful to them for presenting their views - 
are pretty well confined to practitioners in patent law, either 

as patent agents or as patent examiners. We would have hoped 

to see more expression of the interests of inventors, industrialists 
and the general public itself. To quote from the Report of the 
Economic Council on Intellectual Property (p 2): 


"In the past, this area has been too much regarded as the 
specialized preserve of directly-interested groups such 
as inventors and their associates, authors, publishers, 
trademark owners and members of the specialized patent 
and copyrights branches of the legal profession." | 


We consequently felt forced to extrapolate beyond the submissions 
that came in to encompass what we have perceived to be a more 
general interest. | 


Taking that approach we have concluded that despite the flaws all 
too apparent in PCT, and the traumas that ratification might produce 
the potential in the treaty for reduction of needless duplication, | 
and for easing the path to patenting for inventors is so great 
that Canada should not remain aloof and inactive. The burgeoning 
of technical literature is such that it will become more and more 
difficult and expensive for the Canadian Office to maintain an 
effective search system of its own. If the idea embodied in the 
treaty is not to wither, no state should hold back waiting for 
others to take the first step. Whether Canada adheres to the 


aes yore 


—— 


trety will not, of course, determine the PCT's ultimate destiny 
but our failure to participate would, to some extent at least ' 
reduce its effectiveness. i 


We have seen no persuasive reason to differ from the conclusions 
reached by the Economic Council, which as we have already indi- 
cated, was concerned about the widest possible public interest. 
We think it appropriate to include two quotations from pages 
88-89 and 51 of their report. ' 


"Canada should continue efforts at the international 
level to have the international search procedures of 
the Patent Cooperation Treaty instituted, .... the 
institution of the international search would econo- 
mize somewhat on the use of resources in the Patent 
Office.” 


"One recent step towards greater international coordina- 
tion of patenting is contained in the Patent Cooperation 
Treaty of 1970, where it is recognized that resources are 
wasted if every patent-granting country "searches for 
novelty" before issuing its patent on a particular in- 
vention, and where procedures are set up to work towards 
a group of common searching offices. But while this is 
generally viewed as a welcome development, it by no means 
necessarily foreshadows moves to inhibit each country's 
continuing right to grant, or not grant, a particular 
patent and to keep its own terms and procedural rules." 


The special committee of patent examiners who studied PCT in 
1970 also recommended that "Canada should join the International 
Patent Cooperation Union and ratify the treaty at least to the 
point of being bound by the provisions of chapter I". Their 
reasons were "that the better quality of the International 
search would result in fewer patents with invalid claims. 

The search time would be greatly reduced and this time could 

be spent on more thorough examination." 


Canada, as one of the signatory powers, has already expressed 
its serious intent and interest in ratification of the treaty, 
While this is not an irrevocable commitment to ratification, 

we should have strong reasons to adopt a contrary course now. 


We believe that some of the hesitation to support PCT within 
Canada relates to an aversion to change itself. In this respect 
we consider it appropriate to reflect upon the altered attitude 
to rule 39 within Canada, now that the rule has become an 
entrenched part of the established system. 


For such reasons we believe the Canadian Patent Act should be 
amended to comply with the requirements of the treaty, and 
legislation enacted to enable ratification (quickly) at the 
appropriate time. However, without the larger countries such 
as the United States, the United Kingdom, France, Germany and 
possibly Japan and the Nordic countries as part of the treaty, 
it will be worthless to Canada, and there is no purpose in 
ratification ttsel? prior to their adherence. 


Another prerequisite for adherence must be the provision of suit- 
able searching authorities to handle applications originating 
within Canada. The treaty itself imposes no obligation upon the 
searching authorities to accept applications from other nationals 
and this could be an important stumbling block to ratification. 

We will, of course, Have avparticular need "for authorities which 
can process applications in our two official languages. Insofar 

as English language applications are concerned, there are many 
reasons why we deem it essential that the United States Office be 
the searching authority for Canada, and unless an agreement can 

be struck with it to do so, there should be no ratification by 
Canada. An extremely large proportion of our applications origin- 
ate in the United States, and will be searched in Washington in 

any event. A predominant proportion of our applications are in 

the English language. Communication with Washington is expeditious 
relative to communication with other prospective searching authorit 
The similarities between our countries and our legislation are such 
as to minimize the difficulties foreseen by respondents stemming 
from differences in legislation and outlook. 


As for applications in the French language, the United States Offic 
has already indicated it would process only English-language 
applications, and it will be necessary to turn elsewhere. At one 
time it was envisaged that the Institut International des Brevets 
(IIB) at the Hague would process applications in several languages, 
including French. That may still be the case, though it is aise 
possible that recent commitments of the IIB to the proposed 
European Patent Convention may preclude such actionvon (itsrparc. 
In any event, it will be essential that the IIB or some other 
searching authority agree to process applications filed in French 
by Canadians or by non-Canadians designating Canada as a country 
where patent protection is sought. | 
Insofar as chapter II of the treaty is concerned, we think it would 
be prudent initially to exercise the reservation permitted under 
article 64 of the treaty. Until there is more definite information 
about the nature of the intended examination, the costs of 
international examination, and where the examining authorities 
will be established, it is impossible to gauge its value to 

Canada. Substantive differences in patent laws and procedures are 
likely to have a greater effect upon examination than upon searches 
The Economic Council, as quoted above, foresaw a need for Canada 


to "keep its own terms and procedural rules". The examiner's 
study group reserved its position on PCT. Our respondents felt 

it would be undesirable to subscribe to chapter II. Even so we 

see no reason to preclude enabling legislation now to permit its 
ultimate adoption by Canada should that prove desirable. 


Participation by Canada will not initially, in our opinion, lead 
to any sudden or dramatic change for applicants, nor will it 
produce quick savings in the operations of. the Office. Indeed 
it is not unlikely that some time Office expenses will increase. 
We see the benefits of the treaty as something that will only 
come with time, and gradually. 


We think this caveat should be expressed both for those who might 
see the treaty as a panacea, and for those who might give up on 
it too quickly when difficulties arise. 


The practice of accepting search results from designated foreign 
countries is more questionable. The searching authorities under 
PCT will be subject to certain international controls, and minimum 
standards respecting the nature and scope of the search would be 
specified. There is more uncertainty about the quality of search 
which may be performed by individual offices which do not become 
searching authorities. There may be diplomatic difficulties if 
some office is selected and not others. There is more likelihood 
that prior Canadian patents will not be searched. Art may be 

cited which is not readily available to the Canadian examiner, 

and his examination of the application may consequently be 

delayed while he obtains the reference. A more comprehensive 
search will of course throw a greater examination load upon the 
examiner, and would only be justified if piteled to worthwhile 
improvements in quality. It should also be recognized that in his 
work the examiner normally combines the search with a consideration 
of the references found by that search. The actual effort expended 
upon the search itself is not so extensive as might otherwise be 
supposed. It is the assessment of the references rather than the 
location of them which preoccupies most oLr is time. 


If, however, PCT does not come to fruitim or Canada does not 

adhere to it, there may be some advantage in regulations authorizing 
the Commissioner to accept search reports emanating from a searching 
authority or from offices with high searching standards. Care must 
be exercised in determining what searches may be accepted, and 

the practice continued only so long as experience shows it does not 
seriously jeopardize validity, and that it results in useful 


economies. If PCT does come into being, however, we think it would 
be better to utilize the international search it provides. 


The acceptance of a foreign examination of applications without 
re-examination in Canada presents some difficulties. Our earlier 
description of modified examination in Australia indicates a few 
of the snags that could result. Allowance under the patent laws 
of one country does not mean a similar patent would be valid in 
Canada, and it would be important that there be appreciable 
harmonization between our legislation and that of the foreign 
country under such a system. At present the United States act 

is the only legislation which we believe comes near meeting this 
requirements, 


This issue involves two auxiliary questions related to examination - 
quality and the importance of patent validity. Some references were 
made to the high quality of Canadian examination. It was pointed 
out that many applications refused in Canada have been allowed in 
leading foreign jurisdictions. The most recent example of that is 
the decision of the Appeal Division of the Federal Court of 

Canada on October 2, 1974, in the matter of Nixon v. the Commissione: 
of Patents. which sustained a rejection on the grounds of obviousnes; 
of an invention patented elsewhere. Similar instances have come 
before the Patent Appeal Board in the last few years. 


The counterevidence to that view, however, is that nine out of ten 
applications filed in Canada issue to patent, and that the Canadian 
rate of rejections is much lower than in many other patent offices. 
In this regard, reference might be made to the following data 
compiled from statistics published by the World Intellectual 
Property Organization in Geneva. 


1965-1971 Inclusive 


% of applicag) 


Issuing Applications Filed Patents Issued 
Country Issued 
Total Foreign Total Foreign Total Forel 
Origin Origi 
Austria y Na oty 577300 51,704 44,298 ees i 
Australia 98,748 72,747 4493.1 36,651 42 50 
Canada 180,098 169,491 163,475 155,284 90 95 
Denmark 39,964 34,560 16,245 14,076 40 40 
UE? Biolog i Sow ee Calg ath ogee” 240,648 90,513 67 7a 
U.S. 597,51 80° L637 004 403,460 98,314 69 60 } 


(Countries which have deferred examination, such as West Germany, 
Japan and the Netherlands have been excluded because of the dis- 
tortions deferred examination would have upon the data) 


at] eee 


(ih is, of course, important to treat this data with some caution 
Marginal applications refused elsewhere seldom reach the Canadian 
Office or at least not to the same extent as they do elsewhere 
Inventions patentable under one set of laws may not be patentable 
elsewhere. In Canada, prior art must be two years old before it 
may be applied. The data reflects abandonments as well as re- 
jections and the reasons for abandonment may depend on factors 
guite unrelated to examination quality. 


Those reservations aside, the data still leaves the impression 
that examination in Canada does not reach the levels attained 
elsewhere. Similar observations appear in the Economic Council 
Report (p 52): 


"In addition, some Canadian companies have indicated 
that it is much more difficult to obtain patents in 
countries such as the United States, Germany and Japan 
than it is in Canada because of stricter procedures for 
granting patents": 


in background study 26 of the Science Council of Canada (1973) 
(ha240 0k: 


"the relatively lower quality which Canadian-issued 
patents are reported to have..." 


and in Background Study No. 11 of the Science Council (1970) 
ys age £7 


"The critics were concerned that the criteria of novelty, 
utility and unobviousness were not being applied sufficiently 
rigorously or sufficiently early in the examination of patent 
applications with the result that unsophisticated and 
technically trivial patents, or patents of obviously doubt ful 
commercial potential, were being allowed to issue." 


To what extent these criticisms are a heritage from the past when 
quality was undeniably low are valid today, is difficult to assess. 
The criticisms themselves betray a fundamental misunderstanding 
of the réle of the Patent Office when they condemn the grant of 
patents of doubtful commercial potential. It is the function of 
the marketplace and not of the patent office to apply the test 


of commercial potential to new inventions. 


To the extent the quality may be lower than elsewhere is a 
reflection upon the heavier work loads imposed on Canadian examiners. 
and the inadequacies of tools provided to them. The Ilsley Report 
on Patents of Invention commented on both those points in 1960 


(pp 140 & 141). 


Quality standards impinge upon our inquiry from three directions: 
Are our existing quality standards already adequate for our actual 
needs? Would quality be impaired by accepting the results of 
foreign examinations? Would it be unduly impaired by doing so? 

We think the Royal Commission went a long way in answering at least 
part of that conundrum when it stated (p 19): 


"We recognize the evil of the granting of invalid patents. 

But the two worthy objectives of (1) validity of all patents 
and (2) expeditious processing are, as we have said, to some 
extent in conflict with one another and we have in our recom- 
mendations tried to balance them in such a way as to provide 

a system with the maximum of advantage and the minimum of 
disadvantage. We entertain serious doubts as to the value 

of imposing on the Patent Office the responsibility for an 
exhaustive examination of patent applications. It is not, 

in our judgement, reasonable to expect examiners in the Patent 
Office to be able effectively to examine applications so as to 
ensure the validity of issued patents". 


An argument might also be developed that the purpose of our patent 
system should be to attract technology to develop an indigenous 
technological capacity, and that for tha purpose it is protection 
for innovation that should concern us, rather than protection for 
inventions. This is the thinking behind the proposals for petty 
patents, patents of importation and industrial development patents 
which were made to us, and which now are being debated within the 
World Intellectual Propery Organization as a means to promote 
technology within developing countries. 


This idea was also advanced by the Senate Committee on Social 
Policy (The Lamontagne committee) (Report, 1972, Vol. 2, p 558): 


"The Committee believes that a substantial revision of the 
Canadian patent legislation and of its administration is 
long overdue. If the new system could be centered on the 
protection of an innovation rather than on invention that 
may never be exploited and if the granting process could 
be speeded up, it could greatly encourage the industrial 
innovation process and, by implication, the R & D effort 
of Canadian industry." 


With such a purpose in mind, it might make some sense to accept 
for patent without further examination any invention which has 
the imprimatur of a foreign patent to attest to its probable 
patentability. 


To our mind, however, this result may better be served by the 
institution of a petty patent system. To adulterate the 
existing patent system for that purpose would, we believe, 
unduly restrict the legitimate activity of industry in Canada, 
and overburden the courts with litigation of invalid patents. 


We have felt that all of the proposals set out in the Commissioner's 
memorandum are desirable as goals, and represent objectives towards 
which we should be striving. Common searching and common examining 
functions make sense, but there are roadblocks to immediate accept- 
ance of those ideals. Those roadblocks have been described earlier 
in this report. They include difficulties which would result from 
isolation of the searching function from the examining function, 
and the elimination of the direction the examiner now gives to the 
search. The comments we received from interested parties did not 
explore such matters as fully as we wished and do not permit us 

to reach firmer conclusions. We were left with the impression 

that the proposals were considered premature and would prove in- 
efficient if implemented at the present time. It may be that a 
regional approach, which was one suggestion and a solution now in 
vogue elsewhere, offers a more efficient answer for the present, 
though that is fraught with special problems where the parties 

to a regional solution are less than equal. 


We hope the views were have expressed will be helpful to the 
Commissioner and to the Minister in determining what course of 
action should be adopted. We believe that course should be 
balanced between the need to streamline and the need to 
preserve what is best in our patent system. 
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